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ABSTRACT

This thesis asks to what extent and why Chinese engagement has influenced the
Latin American economic outlook and foreign policy changes in the twenty-first century
and uses Chile and Mexico as case studies. The extent of Chinese engagement is
established first because it is variable by country. Economic and foreign policy changes
are then examined through the lens of Chinese engagement. This research found that
economic and foreign policy changes were influenced by a mixture of domestic agency
and growing Chinese hegemony, with Chinese engagement and influence being

commensurate with the level of economic compatibility.
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. INTRODUCTION

A. MAJOR RESEARCH QUESTION

To what extent and why has Chinese engagement in twenty-first century Latin

America influenced the Latin American economic outlook and foreign policy?

B. SIGNIFICANCE OF THE RESEARCH QUESTION

The 2018 National Defense Strategy asserts that “the central challenge to U.S.
prosperity and security is the reemergence of long-term, strategic competition
by...revisionist powers.”! The revisionist powers, namely China and Russia, “want to
shape a world consistent with their authoritarian model—gaining veto authority over other
nations’ economic, diplomatic, and security decisions.”2 With respect to China, the
National Defense Strategy says that it “is leveraging military modernization, influence
operations, and predatory economics to coerce neighboring countries to reorder the Indo-
Pacific region to their advantage...that seeks Indo-Pacific regional hegemony in the near-
term and displacement of the United States to achieve global preeminence in the future.”3
Latin America is beyond the traditional Indo-Pacific region, but has nonetheless felt the
impact of China’s rise. In fact, Chinese engagement in LATAM increased substantially in
the twenty-first century. With respect to the National Defense Strategy, the research
question is significant because it can help identify if China’s actions to alter the
international order spans the entirety of the Pacific and includes revising LATAM in

accordance with its authoritarian model.

The research project asks to what extent and why Chinese engagement influenced
the economic outlook and foreign policy of LATAM. In doing so, this research project fills
a void in the academic literature which largely analyzes one particular aspect of the China-

LATAM relationship, and does not adequately address the degree of Chinese influence.

1 Jim Mattis, National Defense Strategy (Arlington, VA: Department of Defense, 2018), 2,
https://dod.defense.gov/Portals/1/Documents/pubs/2018-National-Defense-Strategy-Summary.pdf.

2 Mattis.
3 Mattis.



The answer to the research project can help recognize “predatory economics” in LATAM
and help identify if the National Defense Strategy’s stated Chinese goals of “Indo-Pacific
regional hegemony” and “displacement of the United States” should be extended to the
Western Hemisphere.4 Furthermore, the research question challenges the inherent
assumption in the National Defense Strategy that foreign actors can influence behavior.

The NDS aside, the research question has significance because it addresses the
agency versus hegemony debate and how the mechanisms of hegemony are manifested.
This is the debate over the extent of influence a hegemonic power actually has over a
smaller power. The research project is unlikely to ultimately resolve this debate, because
there are only two case studies limited to LATAM. However, it will contribute to the
academic literature and provide an additional piece to the puzzle. The second part of the
research question—why China has influence—has implications for the methods and

circumstances needed for a hegemon to gain influence.

The findings from the research project have foreign policy implications for the U.S.,
in both LATAM and China. For the U.S.-LATAM relationship, a realignment of U.S.
policy objectives in the Western Hemisphere may be needed after determining the extent
of Chinese influence, especially after the 2018 NDS. For the U.S.-China relationship, the
question sheds light on the complexities of dynamic hegemonic relationships and the extent
of a rising powers influence in another’s perceived historical sphere of influence. Lastly,
the answer to the research project helps identify the extent of the shifts in the balance of
power in a world arguably looking less unipolar. This is especially relevant in our current
time period because—according to the NDS—the U.S. is “emerging from a period of
strategic atrophy...facing increased global disorder...(where) inter-state competition, not

terrorism, is now the primary concern in the U.S. national security.”>

4 Mattis.
5 Mattis, 1.



C. RESEARCH DESIGN

Answering the research question requires comparing the economic data and
political outlook at the turn of the twenty-first century with the current economic data and
political outlook, and then attributing the changes to either Chinese hegemony or LATAM
agency. Analyzing the economic and political changes in the past twenty years and
understanding why they occurred is essential. A comparative case study using Chile and
Mexico is an ideal method to answer the research question because they are at opposite
ends of the spectrum of economic compatibility with China.6 Chile has a complimentary
economy based on exporting commaodities while Mexico has been negatively impacted by
manufacturing competition.” ldeally, the differences in economic compatibility help to
provide unique insights into the research question. Additionally, these countries are well-
developed, so data and sources should be abundant. However, it is possible that different
conclusions could be drawn if case studies were selected using a mechanism other than
economic compatibility, such as country size or political ideology. These countries could
be more susceptible to Chinese engagement and influence which could provide different
results. However, the economic impact from China was prioritized while choosing case
studies, under the assumption that the economy was the most important factor to help

answer to what extent and why China has influence in LATAM.

Both primary and secondary sources are used. Domestic media provides unique
insight and background in ways that government statements do not. Foreign newspapers
are online and provide multiple points of view. Additionally, the tone, content, and the
media reaction to heads of state visits provide additional insight into Chinese engagement.
The synthesis of government statements and domestic media should provide the best

summary of Chinese engagement and influence. Secondary sources, such as books,

6 Kevin Gallagher and Roberto Porzecanski, The Dragon in the Room: China and the Future of Latin
American Industrialization (Stanford, CA: Stanford University Press, 2010), 7.

7 Francisco Gonzalez, “Latin America in the Economic Equation—Winners and Losers: What Can
Losers Do?” in China’s Expansion into the Western Hemisphere, eds. Riordan Roett and Guadalupe Paz
(Washington, DC: Brookings Institution Press, 2008), 151.

3



journals, and articles about Chinese foreign policy and LATAM politics and economics

supplement the primary sources.

D. POTENTIAL EXPLANATIONS AND HYPOTHESES
1. Hypothesis #1: The Case for Chinese hegemony

The first hypothesis suggests that Chinese engagement with LATAM influenced its
economic outlook or foreign policy. In other words, Chinese engagement yielded influence
in the LATAM economic outlook or foreign policy trajectories. This influence could be
implemented through several mechanisms, such as economic engagement, political
incentives, foreign aid, loans, soft power, or coercion. This hypothesis is true if there is
evidence that economic or foreign policy trajectories changed as a direct result of Chinese

engagement.

An area of concern regarding this hypothesis is that neither country would admit
that they are implementing policy changes due to foreign influence. However, this
hypothesis could still be proved after examining politician’s views on China, trade deals,
economic progress, and foreign policy changes. Additionally, the domestic perception of

China should provide insight into this hypothesis.

2. Hypothesis #2: The Case for LATAM agency

The second hypothesis suggests that LATAM decision-making is the driver of
change in the economic outlook and foreign policy. This hypothesis accounts for the
possibility that Chinese engagement in LATAM has not yielded influence in the economy
or foreign policy. There are a variety of reasons why agency could prevail over hegemony,

including leadership, national identity, culture, bureaucracy, or domestic politics.

E. STRUCTURE OF THE RESEARCH PROJECT

The dependent variables are the extent of the economic and foreign policy changes
in LATAM and why Chinese engagement has influence. The independent variable is the
degree of Chinese engagement and is a variable in itself. Chinese engagement in LATAM

is the cause, and the extent of the changes and why they are manifested are the effects.

4



Since the independent variable is a variable in itself, the first part of the case studies are

used to establish the level of Chinese engagement.

This is completed by addressing how exactly Chinese engagement has manifested
itself in LATAM. The research indicated that Chinese engagement is manifested first
through economic engagement through grants, loans, trade, assistance and investment.8
The next step of engagement is through political means, often manifested via visits to the
region.® Lastly, military engagement follows political engagement.10 Therefore, to
establish the independent variable, the case studies begin by overviewing the level of

Chinese economic, political, military, business, and social engagement.
“Cause” — “Effect”
“Independent variable” — “Dependent variable”
“Chinese engagement” — “Extent of economic and foreign policy changes”
“Chinese engagement” — “Why it has influence”

The second part in answering the research question is asking to what extent and
why the Chinese engagement in LATAM impacted the economic outlook and foreign
policy and involves establishing the link between the dependent variables and the
independent variable. In order to do this, an overview of exactly how the LATAM economy
and political trajectory changed since increased Chinese engagement is examined. Looking
at economic trade data and overlaying this with the increased Chinese engagement helps
to answer the degree to which engagement drives economic changes. Additionally, tracking
changes in the heads of state visits should help answer if engagement breeds influence. The
two hypothesis, agency and hegemony, are the explanations linking the independent and

dependent variables.

8 USAID, Report to Congress on Assistance by the People’s Republic of China to Government and
Entities in Latin America and Africa (Washington, DC: USAID, 2009), https://www.usaid.gov/sites/
default/files/cr_china_7071f3.pdf.

9 Daniel Morgan. “Expanding the Rebalance: Confronting China in Latin America,” Parameters 45,
no. 3 (Autumn 2015): 110.

10 Morgan, 114.



F. LITERATURE REVIEW

China-LATAM relations have expanded substantially since the turn of the
century.1l A wide-range of literature is available regarding Chinese engagement in
LATAM economically, politically, and even militarily. Most scholars fall into one of two
camps regarding their paradigm of China-LATAM relations. The first camp views Chinese
involvement in LATAM through the lens of power politics and encroachment on the U.S.
historical sphere of influence. The second camp views Chinese involvement in LATAM in
a more positive light, emphasizing new economic partnerships, mutual benefits, and
increased opportunities.12 However, there is a third point of view that is “balanced and
judicious” and based off an understanding of the arguments made by both camps.13 The
literature on the China-LATAM relationship has increased in the twenty-first century and

is commensurate with the increased Chinese engagement in the Western Hemisphere. 14

Chinese interests in LATAM are broken down into economic and geopolitical
interests. These interest areas are intertwined, which complicates the ability to analyze the
issues separately. However, economic factors, such as new markets and finding more
sources for raw materials top the list.1> For example, Chile provides China with dual
opportunities for importing raw materials and a new market to sell its goods.16 There are

also geopolitical interests, such as finding increased support for the One-China policy.1’

11 Ryan Ellis, China in Latin America: The Whats & Wherefores (Boulder, CO: Lynne Rienner
Publishers, 2009), 1; Jiang Shixue, “The Chinese Foreign Policy Perspective,” in China’s Expansion into
the Western Hemisphere, eds. Riordan Roett and Guadalupe Paz (Washington, DC: Brookings Institution
Press, 2008), 27.

12| gj Yu, “China’s Strategic Partnership with Latin America: A Fulcrum in China’s Rise,”
International Affairs 91, no. 5 (September 2015): 2; Ellis, China in Latin America, 1.

13 Adrian Hearn and Jose Leon-Manriquez, China Engages Latin America: Tracing the Trajectory
(Boulder, CO: Lynne Rienner), ix.

14 Ellis, China in Latin America, 1.
15 Ellis, 166.
16 Elijs, 1.

17 sun Hongbo, “China’s Benefits in Latin America: American Scholars’ Judgment and Anxiety,” in
China Latin America Relations: Review and Analysis, ed. He Shuangrong (Beijing, China: Social Science
Academic Press, 2012), 47.

6



This is important for China because there are several—mainly Caribbean countries—that

recognize the Republic of China (Taiwan) as the “legitimate government of China.”18

The debate of economic versus geopolitical factors as the primary driver of Chinese
engagement in LATAM is unresolved. However, the official position of Beijing is that the
economic factors, not the geopolitical factors, are the driving motivation behind increased
Chinese engagement.1® This official view compliments nicely with the peaceful rise
narrative.20 When viewing Chinese engagement in LATAM through this lens, China is not

a threat but instead represents an expansion of opportunity.21

Some scholars assert that Chinese interests are driven primarily by geopolitical
rational.22 Since the U.S. is the historical hegemon, geopolitical changes are best analyzed
in terms of the U.S.-China-LATAM relationship.23 For this reason, it is difficult to
examine the China-LATAM relationship in a vacuum. Historically, LATAM is a low
priority for Washington, and the perception is that Washington does not care about the
LATAM perspective on Chinese engagement.24 Some scholars argue that U.S. leadership
is “excessively wary” about Chinese intentions in LATAM.25 A military alliance between
China and LATAM is considered a worst-case scenario for U.S. interests but is unlikely.26
Scholars do not believe that a military alliance is in either countries’ interest.27 Geopolitical
influence as the primary motivation for China is supported by the argument that

18 Ellis, China in Latin America, 199.

19 shixue, “The Chinese Foreign Policy Perspective,” 27.
20 shixue, 32.

21 shixue, 40.

22 Xiang Lanxin. “An Alternative Chinese View,” in China’s Expansion into the Western Hemisphere,
eds. Riordan Roett and Guadalupe Paz (Washington, DC: Brookings Institution Press, 2008), 45.

23 Gonzalez, “Latin America in the Economic Equation—Winners and Losers,” 150.
24 Gonzalez, 78.

25 jyan Tokatlian. “A View from Latin America,” in China’s Expansion into the Western Hemisphere,
eds. Riordan Roett and Guadalupe Paz (Washington, DC: Brookings Institution Press, 2008), 78.

26 Tokatlian.

27 Barbara Stallings. “The US-China, Latin America Triangle: Implications for the Future,” in China’s
Expansion into the Western Hemisphere, eds. Riordan Roett and Guadalupe Paz (Washington, DC:
Brookings Institution Press, 2008), 255.



geopolitical interests and economic interests are closely linked.28 This rationale also
emphasizes the interest about Taiwan and reads between the lines of official Chinese
literature.29 They can also point out that loans and foreign aid are difficult to estimate and

no official numbers are released.30

The geopolitical argument as the primer driver of Chinese engagement implies that
China and the U.S. are competing for influence in LATAM. Presumably, China is trying
to legitimize its system of government and create its own sphere of influence.31 Ultimately,
Beijing’s increased engagement in the political, economic, and military sectors are a means
of offering LATAM an alternative choice to U.S. leadership.32 With this is mind, some say
that increased Chinese presence within LATAM could have implications for the U.S.
rebalance to the Pacific.33 The Chinese presence could also result in military equipment
alternatives, which would clash with U.S. interests.34 Chinese soft power has increased in
LATAM due to growing economic ties which has occasionally brought leverage.3° Lastly,
increased economic engagement typically preceded increased political engagement which

is quantifiable by government visits and exchanges.36

The question of whether geopolitical or economic reasons are the primary drivers
of Chinese engagement in LATAM is different to answer. Is the natural extension of
increased economic engagement an increase in political ties? Or were political ties the

desired end state? U.S. hawkish observers worry about Chinese geopolitical influence and

28 Stallings, “The US-China, Latin America Triangle,” 45.
29 Stallings.
30 ysAID, Report to Congress.

31 Morgan, “Expanding the Rebalance: Confronting China in Latin America,” 114; Yu, “China’s
Strategic Partnership with Latin America,” 2.

32 Morgan, 114.
33 Morgan.
34 Morgan, 102.

35 Katherine Kolesi, “Backgrounder: China in Latin America,” US-China Economic and Security
Review Commission (May 2011): 7.

36 Kolesi, 14.



question the underlying motivations.37 This point of view implies that the U.S.-China

relationship is a zero-sum game where influence comes at the expense of the other.

A survey of the literature shows there are several factors for increased Chinese
economic engagement in LATAM. There is a need to increase access to raw materials and
find markets to export goods.38 The trade relationship has expanded substantially since the
turn of the century.39 In addition, economic engagement can potentially create soft power
which should theoretically create more “leverage.”40 Chinese soft power in LATAM is
still behind the U.S. because there are significant cultural barriers.41 However, China’s
image is improving.42 Lastly, LATAM and China have a similar colonial experience, and

China has an opportunity to frame its engagement in a non-threatening manner.43

There are areas of consensus and debate regarding the Chinese economic influence
in LATAM.44 For example, scholars view the economic ramifications for LATAM due to
China as “both a warning sign and an opportunity.”4> However, the same study finds that
there are significant challenges for the long-term health of the LATAM economy.46 This
is because Chinese exports are competitive and LATAM “exports to China are heavily
concentrated in a handful of countries and sectors.”47 In addition, China positioned itself

well for long-term economic success.48 As previously mentioned, economic and

geopolitical considerations are hard to analyze separately, and the geopolitical implications

37 Ellis, China in Latin America, 3.

38 Ellis, 9.

39 Kolesi, “Backgrounder: China in Latin America,” 4.
40 Kolesi, 14.

41 Miguel Carreras, “Public Attitudes Toward an Emerging China in Latin America,” Issues &
Studies: A Social Science Quarterly on China, Taiwan, and East Asian Affairs 52, no. 1 (March 2017): 18.

42 Carreras, 20.

43 yy, “China’s Strategic Partnership with Latin America,” 14.
44 Gallagher and Porzecanski, The Dragon in the Room, 2.

45 Gallagher and Porzecanski, 2.

46 Gallagher and Porzecanski.

47 Gallagher and Porzecanski.

48 Gallagher and Porzecanski, 1.



of economic performance are hard to ignore. Historically, LATAM favored the
“Washington Consensus,” but some argue that the Chinese model for economic growth has

outperformed Washington’s rules.49

There have been economic winners and losers as a result of China’s increased
engagement in LATAM.30 The general consensus is that the “commodity lottery” is a
significant factor in determining whether an economy is a “winner” or a “loser.”>1 There
are three tiers of countries as a result of increased trade with China. At the top are resource-
rich countries, such as Chile and Peru.52 The second-tier countries produce both raw
materials and manufactured goods, such as Brazil and Argentina.3 The third-tier countries
are negatively impacted by trade with China, such as Mexico and Caribbean.>4 The exports
of Peru and Chile are complimentary to the Chinese market.5> Therefore, these countries
benefit the most from Chinese engagement.>6 On the other hand, Mexico produces mostly

low-skilled manufactured goods, which directly competes with China for U.S. markets.>’

Some argue that there are more nuances to the degree of economic benefit and that
it is incorrect to say that LATAM has only benefited commodity exporters and hurt
manufacturing.8 Additionally, there is no scholarly consensus about the degree to which
Chinese exports helped or hurt the overall LATAM economy.>9 Therefore, the notion that

LATAM as a whole has won or lost as a result of increased trade with China is nuanced.

49 Gallagher and Porzecanski.
50 Gallagher and Porzecanski, 2.

51 Alfredo Hardy. The World Turned Upside Down: The Complex Partnership between China and
Latin America (Hackensack, NJ: World Scientific Publishing Co. 2014), 221.

52 Gonzalez, “Latin America in the Economic Equation—Winners and Losers,” 152.
53 Gonzalez, 153.

54 Gallagher and Porzecanski, The Dragon in the Room, 93.

55 Gonzalez, “Latin America in the Economic Equation—Winners and Losers,” 150.
56 Gonzalez, 149.

57 Gonzalez, 152.

58 Javier Santiso and Rolando Avendano. “Economic Fundamentals of the Relationship” in China
Engages Latin America, eds. Adrian Hearn and Jose Leon-Manriquez (Boulder, CO: Lynne Rienner
Publishers 2012), 68.

59 Santiso, 77.
10



However, the general consensus is that LATAM countries that export commodities have
benefited while manufacturing countries have not benefited, although the exact degree of

benefit or loss is difficult to quantify.

In order to provide context for Chinese engagement, LATAM specific international
relations are overviewed. Historically, LATAM relations have been viewed through a
Eurocentric IR theory.60 However, there is a distinct “international society” in LATAM
due to “common values, norms, and institutions characterized by its legalistic
tradition...enhancing the principles of sovereignty and nonintervention.”61 Regional
norms have been manifested as using international law to prevent war, respect for territorial
sovereignty, and “the use of morality in international relations; solidarity; and equality of

states.”62 Foreign engagement and influence needs to be understood through these norms.

LATAM scholars have developed their own theory of foreign policy by taking
“Latin America as an international society” into account.3 The first distinction is Pro-Core
versus Anti-Core.%4 Pro-Core ideology is manifested in multilateral institutions such as the
Organization of American States (OAS), and is representative of hemispheric solidarity.©>
On the other hand, Anti-Core “can be considered as a case of cultural identity and
nationalism at the regional level, beyond their common historical and ideological
differences.”66 Pro-core is associated with aligning with the U.S., and anti-core “typically
celebrates the non-aligned movement, economic partners and political relationships with

60 Amitav Acharya, “Global International Relations (IR) and Regional Worlds: A New Agenda for
International Studies,” International Studies Quarterly 58, no. 4 (December 2014): 647,
http://onlinelibrary.wiley.com/doi/10.1111/isqu.12171/epdf.

61 Arie Kacowicz, The Impact of Norms in International Society: The Latin American Experience
(Notre Dame, IN: University of Notre Dame Press, 2005), 70.

62 Kacowicz, 40.
63 Kacowicz, 45.

64 Kacowicz, 49; Jeanne A. K. Hey, “Three Building Blocks of a Theory of Latin American Foreign
Policy,” Third World Quarterly 18:4 (1997), 631, http://www.jstor.org.libproxy.nps.edu/stable/3993209.

65 Kacowicz, The Impact of Norms in International Society, 52.

66 Kacowicz.
11



non-traditional trading and diplomatic partners.”67 A leader’s ideology was the strongest

characteristic that pushed a country into either camp.68

The second aspect of LATAM IR theory is dividing countries between
“autonomous versus dependent.”69 The latter makes decisions in line with a hegemonic
power while an independent country makes decisions in line with its own wishes.”0
Examples of autonomous countries include Brazil and Mexico due to size, strength,
location, or even due to lack of U.S. engagement.’1 Additionally, as it pertains to Mexico,

historical U.S. hegemony has driven international relations to a more autonomous state. 72

The last theory of LATAM specific IR is that of “economic vs. political.”73 Theory
says that political ideas are more subject to change than economic factors, which suggests
that “Latin American policy makers are more constrained in the economic realm than in
the political-diplomatic realm.”74 One of the conclusions from the study is that “Latin
American foreign policy remains in essence about dependence.” 7> According to the same
author, international pressure seemed to influence foreign policy more than domestic
considerations and the political-diplomatic choices may be easier to influence than

economic decision making.

67 Hey, “Three Building Blocks of a Theory of Latin American Foreign Policy,” 634.
68 Hey, 641.

69 Hey.

70 Hey.

71 Hey, 642.

72 Hey, 643.

73 Hey, 646.

74 Hey, 650.

75 Hey.
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II. ACASESTUDY OF CHINESE ENGAGEMENT IN CHILE

A. SYNOPSIS

Perhaps more than any other LATAM country, Chile benefited the most
economically from China.”6 Chile’s structural economic realities determined its foreign
policy which resulted in a system prone for engagement. Chile’s economic compatibility
was pre-determined by its resource-export dependency, which constrained its foreign
policy. Chile received relatively more engagement from China due to its economic
compatibility which also made Chile more prone to influence by Chinese engagement.

The overall level of Chinese engagement in Chile is evaluated as medium-high
after examining the Chinese economic, political, military, business and social engagement
since the turn of the century. The level indicated—medium-high—is not as important as
recognizing that Chinese engagement in Chile is higher relative to the rest of LATAM even
for its smaller size. Chile’s size suggests that it is more susceptible to foreign influence.
After establishing the independent variable as medium-high, the focus turns to the

dependent variables of economic outlook and foreign policy.

This case study found that Chinese influence impacted the Chilean economic
outlook to a medium degree while foreign policy was impacted to a low degree, suggesting
that Chinese engagement yields more economic influence than political influence.
Economic compatibility was the necessary condition in order for Chinese engagement to
yield influence in the Chilean economy, showing that engagement breeds influence only
under favorable conditions. The changes to the economic outlook and foreign policy are
attributed to a mixture of both Chilean agency and Chinese hegemony. The central
argument linking both case studies is that the underlying condition necessary for Chinese
engagement to yield influence is the degree of economic compatibility because foreign
policy is an extension of domestic policy, and domestic policy is constrained by economic

realities.

76 Ellis, China in Latin America, 34.
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B. ESTABLISHING THE INDEPENDENT VARIABLE: THE EXTENT OF
CHINESE ENGAGEMENT IN CHILE

The overall level of Chinese engagement in Chile since the turn of the century is
averaged as medium-high. While there are variations in the level of engagement over the
years, a static snapshot summarizing the average level of engagement since 2000 is
displayed in Table 1. China’s economic engagement with Chile was evident from the
beginning of the twenty-first century and manifested in the first free-trade agreement
(FTA) in LATAM. Even for a small country, presidential visits occurred frequently, and
the content and coverage of the high-level meetings was clearly indicative of a positive
relationship. While military engagement was low, business and social ties rapidly expanded
since 2000. There are dozens of bilateral agreements and treaties signed between China
and Chile just in the past two years.”” The Chilean embassy in Beijing accurately
summarized the expanding relationship, noting that the countries have “undergone rapid
development in the political, economic-commercial, cultural and scientific-technological
fields,” and that Chile has “the largest number of cooperation and trade facilitation
instruments with China.””8 This section outlines the evidence for the level of Chinese

engagement listed in Table 1.

Table 1.  Level of Chinese engagement in Chile

Overall
Economic
Political
Military L dow |
Business
Social medium

Perhaps more than any other LATAM country, Chile benefited the most

economically from the rise of China.”® The most significant development in the China-

” “Agreements and Bilateral Treaties,” Embassy of Chile in China, accessed October 24, 2018,
https://chile.gob.cl/china/relacion-bilateral/acuerdos-y-tratados-bilaterales.

8 Embassy of Chile in China.
79 Ellis, China in Latin America, 34.
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Chile economic relationship was the 2005 FTA. Chile was the first LATAM country to
sign a FTA with China.80 The FTA took effect in 2006 and Chilean exports to China
increased 140 percent the year after it was signed.8l In 2016, ten years after its
implementation, the monetary value of trade was almost four and a half times higher than
before the FTA.82 The full text of the FTA is available online, and is extensive, covering
a wide range of products.83 For context, China only has thirteen other FTAs, although there
are several others currently under negotiation.84 Within LATAM, only Chile, Peru, and
Costa Rica have signed FTAs with China.8> Since Chile was the first LATAM country to
sign a FTA and because only two other countries in LATAM have FTAs, this justifies the
economic engagement level as medium-high. Additionally, FT As take rigorous diplomatic

engagement, which shows that the FTA is indicative of increased political engagement.

During President Xi Jinping’s trip to Chile in November 2016, a memorandum of
understanding was signed revising the original FTA, and a year later Chilean President
Bachelet and President Xi signed the updated FTA.86 According to Chinese media,
President Xi noted that “the upgraded agreement will unleash new impetus for the practical
cooperation between China and Chile and set a new benchmark for China’s cooperation
with other Latin American countries as well as a new role model to the world.”87
Maintaining the FTA was clearly a priority for both countries and is evidence of continued

Chinese economic engagement in Chile. Additionally, President Xi’s statement implies

80 “China-Chile FTA Upgrading Negotiation Concluded, Agreement Signed,” China FTA Network,
November 23, 2017, http://fta.mofcom.gov.cn/enarticle/enchile/enchilenews/201712/36339_1.html.

81 Ellis, China in Latin America, 34.
82 China FTA Network, “China-Chile FTA Upgrading Negotiation Concluded, Agreement Signed.”

83 “Home Page: China-Chile FTA,” China FTA Network, accessed August 28, 2018,
http://fta.mofcom.gov.cn/topic/enchile.shtml.

84 China FTA Network.
85 China FTA Network.

86 i, Bachelet Witness Upgrade of China-Chile FTA” Xinhuanet, November 12, 2017,
http://www.xinhuanet.com/english/2017-11/12/c_136745308.htm.

87 Xinhuanet.
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that the China-Chilean FTA was a springboard for additional FTAs in LATAM and that

Chile set the standard for the desired level of engagement.

The level of Chinese political engagement in Chile is medium-high after examining
the frequency and content of presidential visits for the relatively small LATAM country.
Similar to the level of economic engagement, the political engagement increased
substantially in the twenty-first century. According to China-LATAM scholar Evan Ellis,
the increased political engagement “reflect(s) the importance that each nation gives to the
other as a trading partner.”88 Taking this insight one step further, it is important to
recognize that the levels of political and economic engagement are related. Increased
economic engagement is made possible by increased political engagement. Consequently,
economic and political engagement are intertwined and difficult to analyze separately. The
2005 FTA is a perfect example of the nature of this symbiotic relationship. Since economic
and political engagement are related, and because the level of economic engagement is
medium-high, the level of political engagement is also medium-high. This logic is well-
founded because political engagement during FTA negotiations caused the increase in
economic engagement and also because the complimentary nature of the two economies

made political engagement more likely.

The easiest way to argue that the level of political engagement is medium-high is
to examine the frequency of meetings between the heads of state. After reviewing the
guantity and substance of the visits, there has clearly been a substantial increase in the level
of political engagement by China in Chile since 2000. For example, President Jiang Zemin
marked the first official head of state visit to Chile in 2001.89 A head of state from China
had never visited Chile prior to 2001. In addition, Chile was the first stop for President
Zemin on a list of numerous LATAM countries, which included Argentina, Uruguay,

Brazil, Cuba, and Venezuela.90 According to Chinese state media, President Jiang chose

88 Ellis, China in Latin America, 47.
89 Ellis, 35.

90 “president Jian Zemin Met with Chilean President Lagos and Other Official” Embassy of the
People’s Republic of China in Papua New Guinea, April 6, 2001, http://pg.china-embassy.org/eng/xwdt/
t47411.htm.
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to visit Chile first because of Chile’s “great importance to relations with Latin America.”91
During the first state visit in April 2001, President Jiang noted that he wanted to “continue
to strengthen and deepen bilateral cooperation...long-term stability, equality and mutual
benefits in the twenty-first century.”92 He added “that the world is moving towards multi-
polarization. This is a demand for progress, which helps the establishment of a new
international political and economic order.”93 Based off President Jiang’s statement in
2001, it is apparent that China viewed a deeper relationship with Chile, and ultimately
LATAM as an important part of China’s role in the “new international political and
economic order.”%4 It is also interesting that he used the word “multi-polarization,” given
that this was several years before the term “peaceful rise” was used in government
circles.95 Since Chile was the first country in LATAM to be visited by the Chinese head
of state and combined with the amicable tone of the visit, it is reasonable to conclude that
Chile was at the top of the priority list for increased engagement. This visit justifies that

the level of Chinese political engagement in Chile is calibrated correctly at medium-high.

In 2004, President Hu Jintao made the second head of state visit to Chile.96 He
visited Brazil and Argentina prior to landing in Santiago and meeting Chilean President
Lagos. He reaffirmed the new state of relations that had been established in 2001.97 There
was no change to the tone and stated goals compared with the previous trip as reported by

Chinese media.98 There was agreement to increased cooperation and understanding across

91 Embassy of the People’s Republic of China in Papua New Guinea.
92 Embassy of the People’s Republic of China in Papua New Guinea.
93 Embassy of the People’s Republic of China in Papua New Guinea.
94 Embassy of the People’s Republic of China in Papua New Guinea.

95 “peaceful Rise” The Economist, June 24, 2004, https://www.economist.com/asia/2004/06/24/
peaceful-rise.

96 “Hy Jintao Arrives at Santiago and Starts the State Visit to Chile,” Ministry of Foreign Affairs of
the People’s Republic of China, November 18, 2004, http://www.fmprc.gov.cn/mfa_eng/wjb_663304/
zzjg_663340/Idmzs_664952/gjlb_664956/3478_665028/3480_665032/t171154.shtml.

97 Ministry of Foreign Affairs of the People’s Republic of China.

98 “Chinese President Hu Jintao Holds Talks with the Chilean President,” Ministry of Foreign Affairs
of the People’s Republic of China, November 19, 2004, http://www.sice.oas.org/TPD/CHL_CHN/
Negotiations/Talks2004_e.pdf.
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a variety of areas and both sides affirmed the positive state of relations.9® Of particular
importance was the announcement starting the negotiations for the FTA, which was
eventually signed in 2005.100 President Hu noted that Chile was a “reliable friend” for a
number of reasons.101 Chile was the first LATAM country to begin diplomatic ties and
supported China’s involvement in the United Nations (UN) and World Trade Organization
(WTO), as well as acknowledging its full economy status.102 Given the positive reporting
in Chinese state media, this second visit shows the level of importance placed on the China-
Chile political relationship and reflects the medium-high level of Chinese political

engagement.

A year later in 2005, President Hu and President Lagos met in Busan for the signing
of the FTA.103 President Lagos noted that “Chile would like to work with China to make
full use of the opportunity offered by the 35" anniversary of the establishment of
diplomatic ties...and open a new and wonderful future.”104 The themes were consistent
with the prior visits and in line with the increased engagement and indicative of the closer

status in China-Chile political and economic relations.

President Bachelet was elected in 2006 and met with President Hu that same year
in Vietnam.105 The substance of the meeting was consistent with past visits. Both sides
acknowledged the improving relations and President Bachelet noted that Chile “as a good
friend and partner, would help the development of relations between China and other Latin

American countries.”106 This implied that Chile had better relations with China compared

99 Ministry of Foreign Affairs of the People’s Republic of China.

100 Ministry of Foreign Affairs of the People’s Republic of China.
101 Ministry of Foreign Affairs of the People’s Republic of China.
102 Ministry of Foreign Affairs of the People’s Republic of China.

103 “president Hu Jintao Meets with His Chilean Counterpart Lagos,” Ministry of Foreign Affairs of
the People’s Republic of China, November 18, 2005, http://www.fmprc.gov.cn/mfa_eng/wjb_663304/
zzjg_663340/1dmzs_664952/gjlb_664956/3478_665028/3480_665032/t222614.shtml.

104 Ministry of Foreign Affairs of the People’s Republic of China.

105 “Hy Jintao Meets with Chilean President Bachelet,” Ministry of Foreign Affairs of the People’s
Republic of China, November 18, 2006, http://www.fmprc.gov.cn/mfa_eng/wjb_663304/zzjg_663340/
ldmzs_664952/gjlb_664956/3478_665028/3480_665032/t280986.shtml.

106 Ministry of Foreign Affairs of the People’s Republic of China.
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to other LATAM countries and helps justify the level of Chinese engagement in Chile. On
the next trip to China in 2008, President Bachelet met with President Hu and drew interest
because of one quote in particular. She noted, “here is Chile and its people, and this
president is aware of what that means.”107 Aside from the interesting choice of words, the
trip was filled with many of the same talking points from prior visits, namely increased

dialogue, cooperation, trust, and exchanges.108

In 2010, center-right candidate Pinera won the Chilean presidential election. That
same year he met with President Hu in Beijing and had a similar meeting compared to
President Bachelet.109 There was no change to the talking points of increased cooperation,
mutual benefits, exchanges, and the One-China policy.110 The presidents met again in
2012 to sign an additional agreement regarding the FTA.111 In 2013, President Pinera met
the new Chinese President Xi Jinping in Bali. As with previous meetings with the head of
state, there were no changes to the content of the meeting. President Xi noted that Chile
was “always at the forefront of Latin American countries... (and) have established (a)
strategic partnership and have fully built bilateral FTA with stable and rapid development
of bilateral relations.”112 Despite a shift in domestic politics in Chile from President
Bachelet to President Pinera and a change in the Chinese head of state, the nature of the
political relationship showed no change, as evidenced by continued head of state visits and
unchanged priorities.

107 Ellis, China in Latin America, 47.

108 «“Hy Jintao Holds Talks with Chilean President Bachelet,” Ministry of Foreign Affairs of the
People’s Republic of China, April, 13, 2008, http://www.fmprc.gov.cn/mfa_eng/wjb_663304/zzjg_663340/
Idmzs_664952/gjlb_664956/3478_665028/3480_665032/t425276.shtml.

109 “Hy Jintao Holds Talks with His Chilean Counterpart,” Embassy of the People’s Republic of
China in Malaysia, November 16, 2010, http://my.china-embassy.org/eng/zgxw/t770261.htm.

110 Embassy of the People’s Republic of China in Malaysia.

111 “president Hu Jintao Attends the Signing Ceremony of Supplementary Agreement on Investment
under the China-Chile Free Trade Agreement,” Ministry of Foreign Affairs of the People’s Republic of
China, September 9, 2012, http://www.fmprc.gov.cn/mfa_eng/topics_665678/
hjtexytjhzzdescldrfzshy 665706/t969861.shtml.

112 “president Xi Jinping Meets with President Sebastian Pinera of Chile,” Ministry of Foreign Affairs
of the People’s Republic of China, October 7, 2013, http://www.fmprc.gov.cn/mfa_eng/topics_665678/
xjpfwynmlixycx2lapec 665682/t1085513.shtml.
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President Bachelet was elected for the second time in 2014. Chinese President Xi
visited Santiago for his first state visit to Chile in November of 2016.113 During this trip
he noted that “China-Chile relations have entered a new phase featuring maturity and
stability.”114 The status of relations was “upgraded...to a comprehensive strategic
partnership.”115 Many of the same topics were discussed, President Xi noted that Chile
and China enjoyed “many “firsts.””116 Similar to prior visits, both countries agreed to
continued cooperation. Additionally, both countries agreed to “firmly support each other’s
independent choice of development path in line with its own natural conditions.”117 This
meant that both countries would respect each other’s government system and domestic

politics.

President Bachelet visited Beijing in 2017 which had interesting developments. In
addition to normal talking points was talk about “development strategies within the ‘Belt
and Road’ construction framework.”118 President Xi noted “that Latin America is one of
the rising areas with the most development potential in the current world and an
unceasingly rising and important force in the international pattern.”119 State media noted
that “China is willing to make joint efforts with Chile to push China-Latin America to
achieve mutual benefit and win-win results towards a higher level, a broader scope and

greater depth, and jointly build a community of shared future for China and Latin

113 wy Jinping Arrives in Santiago for State Visit to the Republic of Chile,” Ministry of Foreign
Affairs of the People’s Republic of China, November 23, 2016, http://www.fmprc.gov.cn/mfa_eng/
topics_665678/XJPDEGDEBLZLIXGSFWBCXZBLLMJIXDYTIJHZZDESSCLDRFZSHY/
t1418215.shtml.

114wy Jinping Holds Talks with President Michelle Bachelet of Chile,” Ministry of Foreign Affairs
of the People’s Republic of China, November 23, 2016, http://www.fmprc.gov.cn/mfa_eng/topics_665678/
XJPDEGDEBLZLIXGSFWBCXZBLLMJIXDYTJHZZDESSCLDRFZSHY /t1418638.shtml.

115 Ministry of Foreign Affairs of the People’s Republic of China.
116 Ministry of Foreign Affairs of the People’s Republic of China.
117 Ministry of Foreign Affairs of the People’s Republic of China.

118 «x Jinping Holds Talks with President Michelle Bachelet of Chile, Agreeing to Deepen China-
Chile Comprehensive Strategic Partnership,” Ministry of Foreign Affairs of the People’s Republic of
China, May 13, 2017, http://www.fmprc.gov.cn/mfa_eng/wjb_663304/zzjg_663340/ldmzs_664952/
xwlb_664954/t1464026.shtml.

119 Ministry of Foreign Affairs of the People’s Republic of China.
20



America.”120 In January of 2018, at the Community of Latin America and the Caribbean
States (CELAC) meeting in Santiago, the Chinese foreign minister invited all of LATAM
to join the One Belt, One Road (OBOR) initiative and noted the “peaceful development
and the win-win strategy of opening up and...development dividends with all
countries.”121 Santiago was an ideal location for this meeting given the China-Chile
economic relationship and provided the perfect location for the springboard for increased
Chinese engagement in LATAM. The invitation into the OBOR initiative for LATAM
proposed in Chile provides further justification that Chinese engagement in Chile is
medium-high and that Chinese engagement in LATAM has increased substantially this

century.

President Pinera, a center-right candidate and prior businessman, took office for the
second time in March of 2018. Prior to assuming office, he praised President Xi and noted
that “the Asia-Pacific is the world of the future, and Chile is not only part of the area, but
is also deeply committed to achieving greater economic integration and greater
collaboration in this context.”122 A domestic newspaper headline reads, “Pinera plans to
boost ties with China,” which is indicative of a relatively stable relationship, regardless of
which party is in power.123 After overviewing the political relationship, there has clearly
been an increasingly robust relationship, regardless of who is president. With respect to
establishing the level of Chinese political engagement, the frequency of the presidential
visits, the remarks made during these visits, and the location of the announcement of
including LATAM into OBOR, there is ample justification that the level of Chinese

political engagement in Chile is medium-high.

Chinese military engagement with Chile should be looked at as an extension of

political engagement. However, the China-Chile military relationship is low, as evidenced

120 Ministry of Foreign Affairs of the People’s Republic of China.

121 Fabian Cambero and Dave Sherwood, “China Invites Latin America to take part in One Belt, One
Road,” Reuters, January 22, 2018, https://www.reuters.com/article/us-chile-china/china-invites-latin-
america-to-take-part-in-one-belt-one-road-idUSKBN1FB2CN.

122 “pinera Plans to Boost Ties with China,” Santiago Times, December 19, 2017,
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by the lack of material overviewing the relationship. Both countries have interests in the
Pacific Ocean and share a long coastline. Evan Ellis notes that this reflects “the shared
interests of both countries, as maritime nations, in the Pacific sea routes that carry
increasing volumes of trade between them.”124 What military engagement that does exist
“includes an increasing number of military-to-military visits, training activities, and visits
by military ships to each other’s ports.”125 According to Chinese media, the Chinese and

Chilean navy conducted exercises in October of 2013.126

China-Chile business relations have grown substantially since the turn of the
century and are evaluated at medium-high, showing that increased ties are not only limited
to political, economic, or the military domains. Chile is known for its favorable business
environment, and as a result, China-Chile business relations are among the best in
LATAM.127 Chile has a robust cadre of businesses who represented their country in a 2006
China-Chile economic forum which shows that Chile’s ability to engage China in the
business realm is unmatched within LATAM.128 Chilean businesses made efforts to
advertise their image in China, suggesting they recognize the importance of China’s
growing economic power.129 Chilean state-run companies have had an increased presence
in China, such as state-run copper company CODELCO.130 In 2018, the Chilean foreign
minister expressed a desire for increased ties with China, saying “we are in uncertain and
complex times, and China is playing a very constructive role in addressing these

complexities.”131 Due to the CELAC meeting being held in Santiago and the extension of

124 Ellis, China in Latin America, 48.
125 gjis, 34.
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OBOR to LATAM, there is ample evidence that the groundwork has been set for increased

business ties.

The last metric examined to determine the level of Chinese engagement is the extent
of social ties, which was found to be medium. As with other aspects of the relationship, the
social links have increased substantially. Chilean colleges have increased the number of
Chinese courses available, including Mandarin language studies.132 As a result, the
number of Chilean students studying Mandarin has increased and one writer noted that
“institutes, universities, and colleges are responding to the demand of the Chileans with
course(s), work-shops, university minors, and intensive summers in China.”133 In addition,
there are now two Confucius Institutes, one in Vina del Mar and one in Santiago.134 A
Confucius Institute is a Chinese Communist Party (CCP) funded learning center that
“promotes Chinese language and culture,” however, critics say that they present “an
idealized version of Chinese history and culture” and are a method of influencing public
opinion.135

In the past several years, the number of Chinese tourists to Chile has increased

substantially, another reflection of the increased social ties. In 2008, there were 6,000

Chinese tourists, 11,000 in 2014, and 23,000 in 2016.136 The Chinese community in Chile,
growing from 7,000 people in 2008 to 30,000 in 2018, helped facilitate the increasing

number of tourists and is indicative of the growing relationship.137 For the sake of

comparison, the number of U.S. tourists in Chile was just over 200,000 in 2016, and Europe

132 Ellis, China in Latin America, 45.
133 Ellis, 46.

134 | ezak Shallat, “Confucius Goes to China,” New Internationalist, June 2, 2009, thttps://newint.org/
features/2009/06/01/chile.
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and South America have higher numbers of tourists compared to China.138 However, the

increase in Chinese tourism is significant because of how rapid the increase has been.

After examining the economic, political, military, business, and social aspect of
Chinese engagement in Chile since 2000, the overall level of engagement is medium-high.
On arelative scale to LATAM, Chinese engagement in Chile is higher than other countries.
The next section examines the dependent variables and outlines the changes in the Chilean
economic outlook and foreign policy in the twenty-first century. The last section attributes

the changes to a mixture of both Chilean agency and Chinese hegemony.

C. ANALYZING THE DEPENDENT VARIABLE: CHANGE DUE TO
CHINA

1. Changes in the Economic Outlook

This section argues that the increased Chinese engagement influenced the Chilean
economic outlook to a medium extent and the political outlook to a low extent, which is
illustrated in Table 2. Examining the economic statistics and overviewing the foreign
policy consistency helps validate these levels of influence. Chile’s net exports increased
significantly since 2000. The exports increased substantially starting around 2005, as
evident from Figure 1, and the exports remain substantially higher in 2018 compared with
the figures before increased Chinese engagement.139 The twenty-first century has seen
China replace the U.S. as Chile’s top trading partner, which is shocking after considering
that China was Chile’s 15" largest trading partner in 1995.140 China overtook the U.S. as
Chile’s largest trading partner in 2016, growing from just over eight billion in 2005 to over

$31 billion in 2015.141 As of 2018, China remains Chile’s top trading partner.142 Using
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2017 data, Chile exports 27 percent of its goods to China, followed by 14.5 percent to the
U.S., followed by Japan, South Korea, and Brazil.143 Using 2017 figures, Chile imports
the most from China at 23.9 percent, followed by the U.S. at 18.1 percent, and then

followed by Brazil, Argentina, and Germany. 144

Table 2.  Change due to Chinese engagement

Chile 2000-2018
A Economically |A Foreign policy
medium low

Examining the balance of trade data using the figures as reported by both Chile and
China paints a similar story regarding the increased economic ties. The trade relationship
gradually increased in the early 2000s. After the FTA, the trade numbers spiked
dramatically.145 Using the figures reported by Chile, the exports to China in 2004 were
just $3,278,000,000, but by 2007, the figure was over $10,202,000,000.146 Presumably, it
took several years for the private sector to adapt to the 2005 FTA. After examining the
trends in the balance of trade data before and after the FTA, it stands to reason that China
is responsible for a substantial portion of the increased Chilean economic outlook because
of the timing of the spike in trade numbers. This supports the assertion that Chinese

engagement impacted the Chilean economic outlook to a medium extent.
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CHILE EXPORTS

Figure 1. Chile exports, increasing since 2000147

The Chilean economy changed dramatically in size since 2005, but only marginally
in scope. The bulk of the Chilean exports to China are still dominated by copper,
comprising over 80 percent of Chilean exports in 2007.148 Chile is the top copper exporter
in the world.149 In 2016, copper made up about half of total Chilean exports.150 Due to the
FTA, other goods such as salmon, cherries, avocadoes, grapes, and wine have been
exported to China.151 However, the FTA has only helped Chile diversify its exports

marginally. Chile’s exports are still dominated by commodities, mainly cooper.

The most shocking factor regarding Chile’s trade relations since the turn of the
century is that the U.S. was supplanted by China as its largest trading partner.152 Chile
became increasingly reliant on Chinese economic growth and subsequent demand for
copper. Given that China is Chile’s top trading partner and due to Chile’s dependence on

copper exports, China’s economic engagement has influenced the Chilean economy to a

147 source: Trading Economics, “Chile Exports.”
148 E|ljs, China in Latin America, 34.

149 Benedict Mander, “Chile Is Canary in Copper Mine as Price of Metal Falls,” Financial Times, July
30, 2018, https://www.ft.com/content/416bb312-8ea6-11e8-b639-7680cedcc421.

150 mander.

151 “Chilean President on State Visit to China from May 12-15,” Santiago Times, May 11, 2017,
https://santiagotimes.cl/2017/05/11/chilean-president-bachelet-starts-state-visit-to-china-today/.

152 “Chile Hails China as Its Top Trading Partner,” Xinhuanet, March 22, 2016,
http://www.xinhuanet.com/english/2016-03/22/c_135211927.htm
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moderate extent because it made the Chilean economy more reliant on Chinese growth and

more vulnerable to shifts in Chinese demand for copper.

At nearly one-fifth of Chile’s GDP, copper provided much of Chile’s economic
growth and helped build the present-day China. Even a small change in the price of copper
can have a huge result on the Chilean economic outlook, demonstrating the increased
interconnectedness between China and Chile.153 The Chinese urban expansion on the coast
helped sustain the price of copper, but the growth is not forecasted to continue at the same
rate forever, and common sense says that this level of construction cannot indefinitely
continue.14 Copper is used in many areas of construction, including electronics,
electricity, plumbing, and wiring. Chilean copper mines could eventually lose productivity
due to diminishing returns and as the demand from China inevitably slows, this could
compound and negatively impact Chile’s economic outlook.15> The Chilean copper
industry has a relatively constant copper output and the income from increased Chinese
copper demand increased from 2.1 billion to 11.5 billion in the first eleven years of the
century.156 The price of copper is still well-within the historical normal price range, and
the increase in Chinese copper demand has clearly been positive for the Chilean
economy.157 As a result of increased Chinese engagement, the China-Chile relationship
and interconnectedness has grown and impacted the Chilean economy to a moderate

degree.

Even though China’s economic expansion was beneficial for the Chilean economy,
it is not intellectually consistent to portray Chinese growth as the sole reason for economic
development since 2000. In a world with fluctuating copper prices due to global supply

and demand, the conventional understanding is that Chile is too dependent on copper. Even

153 Mander, “Chile is Canary in Copper Mine as Price of Metal Falls.”

154 “Copper Solution,” The Economist, April 27, 2013, https://www.economist.com/business/2013/04/
27/copper-solution.

155 The Economist.
156 The Economist.

157 “Copper: Latest Prices & Chart for High Grade Copper,” NASDAQ, accessed August 28, 2018,
https://www.nasdag.com/markets/copper.aspx?timeframe=10y.

27



so, the Organization for Economic Co-operation and Development (OECD) has an
optimistic forecast for the Chilean economy in 2018.158 According to the forecast, “growth
is projected to accelerate to around 3.6% in the coming years supported by an improving
external outlook and favourable financial conditions.”159 Even though the last few years
have been relatively stagnate for economic development—something largely influenced
by China’s economic slowdown—the positive forecast is a reflection of the strong
domestic foundation. Even though economic growth cycles have a substantial impact on
Chilean exports because of the over-reliance on exporting commodities, the domestic
fundamentals are still strong. Additionally, the Chilean economy weathered economic
cycles previously, as it also supplied “construction and manufacturing sectors in the United
States, Europe and, more recently, Asia.”160 |t is also important to note that Chile signed
a FTA with the U.S. that took effect in 2004 which increased trade.161 It would be
inaccurate to describe increased trade with China as the sole reason for economic growth
since 2000. However, since China is Chile’s largest trading partner, it is reasonable to
conclude that Chinese engagement and trade is the single biggest factor which impacted
the Chilean economy since 2000.

There are other measures that show that the Chilean economy has improved since
the turn of the century, independent of Chinese economic influence. For example, Gross
National Product (GNP) has climbed steadily since 2000.162 GNP is another useful

measure for understanding economic performance, particularly when attempting to control

for Chile’s over-reliance on exporting commodities.163 Additionally, the Chilean hourly

158 “Chile—Economic Forecast Summary,” OECD, accessed August 28, 2018, http://www.oecd.org/
economy/chile-economic-forecast-summary.htm; Martin Bernett, “In Chile, the Economy’s Struggles Go
Well beyond Politics,” Stratfor, March 16, 2017, https://worldview.stratfor.com/article/chile-economys-
struggles-go-well-beyond-politics.

159 oECD.
160 Bernett, “In Chile, the Economy’s Struggles go Well beyond Politics.”

161 y.s. commercial Service, Doing Business in Chile, 2010 (Washington, DC: U.S. Department of
Commerce, 2010).

162 «Chjle Gross National Product,” Trading Economics, accessed October 25, 2018,
https://tradingeconomics.com/chile/gross-national-product.

163 Richard Cloutier, “Measuring a Nation’s Economic Development,” Investopedia, last modified
March 13, 2018, https://www.investopedia.com/articles/07/gross-national-product.asp.
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wage has increased slowly yet consistently since 2000, putting more take-home money into
people’s pockets.164 While Chinese engagement has undoubtedly influenced the Chilean
economic performance, there are other domestic factors that show that China’s engagement

is only one of many factors contributing to Chilean economic performance.

The Chilean economy, similar to any other, has gone through many cycles. The
economy grew slowly for most of the twentieth century. However, in the mid-1980s to the
mid-1990s, the country experienced an economic boom known as Chile’s “golden
period.”165 GDP growth during the 1980s and 1990s was just over seven percent annually,
which was significantly higher than in the decades past.166 The Asian financial crisis in
1997 hit all of LATAM hard, and Chile was no exception. While the Chilean economy has
grown since the turn of the century, the growth rates are nowhere near the “golden period.”

The Chilean economy is adept at making the adjustments necessary to thrive, and
the economy is well-managed. Especially since the 1980s, the government has done an
excellent job of managing the economy and providing the structural mechanisms for
growth. As pointed out by Jose De Gregorio in a paper for the Central Bank of Chile, the

economy has been successful due to “low inflation,” “sound fiscal policy,” a “strong

financial sector,” “openness to trade,” “strong institution and regulation of business,” and
strong investment in infrastructure.”167 Additionally, the economy benefited from its
climate and abundance of minerals.168 Trade is only one of the several reasons that the
economy was successful. While the Chinese demand for copper helped the economy grow,
it was not the only factor that determined Chile’s economic performance and needs to be

understood in the context of Chile’s historical economic performance and well-governed

164 «chile Hourly Wage,” Trading Economics, accessed October 25, 2018,
https://tradingeconomics.com/chile/wages.
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Chile, last modified November 2004, 5, http://siteresources.worldbank.org/INTCHILEINSPANISH/
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166 Gregorio.
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168 Felipe Larrain, Jeffrey Sachs, and Andrew Warner, “A Structural Analysis of Chile’s Long-Term
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institutions. However, the Chilean economy was still impacted to a medium degree by
Chinese engagement due to the extent of the China-Chilean trade relationship. The growing
extent of the China-Chilean trade relationship is illustrated in Figure 2 and Figure 3 with

the rapid increase in Chilean exports to China from 2000 to 2016.

Chile, Export by Partner
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Figure 2. Chile exports by partner in 2000; China at 4.95%169

Chile, Fxport by Partner

Figure 3. Chile exports by partner in 2016; China at 28.50%170

169 source: “Country Analysis,” World Integrated Trade Solution, accessed August 29, 2018,
http://wits.worldbank.org/visualization/country-analysis-visualization.html.

170 source: World Integrated Trade Solution.
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2. Changes in the Foreign Policy

Chilean foreign policy since the turn of the century has been remarkably consistent
despite the increase in Chinese engagement. This foreign policy consistency is apparent
even after domestic changes in power, as President Bachelet and President Pinera were
both elected to two terms in office. In fact, this actually helps explain some of the
consistency and the lack of change in foreign policy. Additionally, the structure of the
Chilean economy and dependence on exports constrained foreign policy changes which
lead to stable foreign policy. Especially in the case of Chile, foreign policy and economic
outlook are difficult to analyze separately because they are inextricably related. Domestic
media has noted this intertwined relationship, noting that “most of Chile’s economic
policy, (is) disguised as foreign affairs... (and) the agreement revolves around trade.”171
Chile has a long history of aggressively pursuing trade deals and has a “propensity toward

economic opportunism and a desire to be everybody’s darling.”172

According to the Chilean Ministry of Foreign Affairs, there are three principles of

foreign policy. They are “respect for international law,” “promotion of democracy and
respect for human rights,” and “responsibility to cooperate.”173 These principles are
undoubtedly influenced by history; Chile became a democracy in 1990. The economic
status of Chile as the highest GDP per capita country in LATAM has been influenced by

institutions, geography, and history, which contributed to a stable foreign policy.

Historically, Chilean foreign policy has been viewed as pragmatic due to the

“‘economization’ of its foreign policy.”174 Chile was traditionally aligned with western

countries and benefited from “*globalization,” understood as economic dynamism beyond

171 «Chile’s New BFF,” Santiago Times, November 28, 2016, https://santiagotimes.cl/2016/11/28/
chile-china-new-bff-fta/.

172 Santiago Times.

173 “Principles of Chile’s Foreign Policy,” Ministry of Foreign Affairs of Chile, accessed August 28,
2018, https://minrel.gob.cl/minrel/site/edic/base/port/politica_exterior_eng2.html.

174 Joaquin Fermandois, “Pragmatism, ldeology, and Tradition in Chilean Foreign Policy since 1990,”
in Latin American Foreign Policies, eds. Gian Gardini and Peter Lambert (New York: Palgrave Macmillan,
2011), 36.
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borders.”175 Across party lines, the relationship between economics and foreign policy
contributed to the “high degree of consistency,” as Chile pursued trade deals globally, from
the E.U. and the U.S. to China.176 This relationship has also limited politician’s ability to
enact changes at home, such as forcing President “Bachelet to attenuate her more radical
views.”177 The election of President Pinera brought minor changes to foreign policy,
especially toward Cuba and Venezuela, however the administration was “careful to avoid
direct confrontation,” and changes were limited for the same reasons as prior

administrations.178

The themes of “economic opportunism” and consistency continued in the twenty-
first century.179 Chilean foreign policy and the economy are intertwined to a greater degree
than other countries due to geography and their resource-export dependency. The Andes
Mountains, as well as a history of conflict between their neighbors are reasons Chile has
been forced to pursue relations with countries outside its continent.180 The Pacific Ocean
is Chile’s gateway to the world and cordial foreign relations translate into economic and
business opportunities. Regardless of who is in power, trade deals are essential for
economic success. Isolationism is not an option given the nature of the economy. Due to
the rise of China, and since Chile was strategically situated on the Pacific, there was a
certain degree of inevitability regarding improving China-Chile foreign relations.181 Just
as Chile’s commodity exports supported economic development in the U.S. and Europe, it
was inevitable that Chile would do the same for another rising power. However, despite
Chinese engagement, the fundamental principles of Chilean foreign policy remain

unchanged.

175 Fermandois, 36.

176 Fermandois, 44.

177 Fermandois, 47.

178 Fermandois, x.
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D. AGENCY VS. HEGEMONY

The last section argues that changes to the Chilean economic outlook and foreign
policy were influenced by both Chinese hegemony and Chilean agency. Summarizing the
earlier findings, the level of Chinese engagement in Chile is medium-high. Chile’s
economic outlook was influenced to a medium degree due to Chinese engagement, while
foreign policy was influenced to a low degree. The underlying condition necessary for
Chinese engagement to yield influence in LATAM is the degree of economic compatibility
because foreign policy is an extension of domestic policy, and domestic policy is

constrained by economic realities.

1. Chinese Hegemony: Hypothesis #1

In the case of Chinese hegemony, the Chinese economic growth and engagement
increased the interconnectedness between Chile and China and made the Chilean economy
more reliant on the Chinese economy. The most visible example of Chinese political and
economic engagement influencing the Chilean economic outlook was the 2005 FTA. As
outlined earlier, the China-Chile FTA was the result of Chinese engagement and was
periodically updated. Both economies were able to benefit from the agreement because

they were compatible, which also brought the countries closer together.

Chinese hegemony indirectly explains the low extent of change in Chilean foreign
policy. In Chile, foreign and economic policy are difficult to differentiate. Therefore, a
change economically has implications for foreign policy and vice versa. Changes to the
economic outlook could impact foreign policy, such as increasing the number of
presidential visits to countries with strong economic ties. Even though there were no major
shifts in Chilean foreign policy goals and ideology, it is difficult to brush aside the changing

economic relationship which has a close foreign policy link.

2. Chilean Agency: Hypothesis #2

Chilean agency explains the economic changes since 2000. The domestic
institutions governing the Chilean economy set the groundwork for economic success long

before increased Chinese engagement. Domestic policies influenced by Chilean history
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and geography are responsible for the historic economic performance more than budding
Chinese hegemony. The mining culture and mentality contributed to this economic
performance.182 Even though an increase in Chinese demand for copper helped economic
growth, the already established domestic institutions facilitated the benefits from the
increased economic engagement. The economic compatibility also precipitated the
increase in trade. This compatibility originated with Chile’s border changes following the
War of the Pacific and economic reforms under Pinochet, while the Chinese economic
reforms were started by Deng Xiaoping. Chilean agency, manifested through its own
history, domestic politics, institutions, and culture, contributed to the level of economic

compatibility, which is the necessary condition for engagement to yield influence.

Chilean agency explains the lack of foreign policy change since 2000. This is
apparent after considering that foreign policy is an extension of domestic policy. “In Chile,
the outward-orientated and pro-private sector economic focus is institutionalized in the
constitutional structures,” meaning that foreign policy is influenced by constitutional
constraints in Chilean institutions.183 Additionally, before the increase in Chinese
engagement, scholars argued that the U.S.-Chile relationship was influenced by “domestic
institutional and political factors,” so it is reasonable to assume that this would extend to
the relationship with China.184 There are Chilean foreign policy constraints due to
domestic economic realities and the internal “Chilean political institutional
structure...(that) promote(s) consensus policy-making.185 Lastly, Chilean foreign policy
“has reflected domestic concerns to ensure...continued economic growth and
development.”186 These internal constraints that impact foreign policy are the result of

Chilean domestic agency.

182 “Chilean Miners—How their Cultural Values Helped them to Overcome their Ordeal,”
Communicaid, accessed November 11, 2018, https://www.communicaid.com/cross-cultural-training/blog/
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The implications for foreign influence, soft power, and the increasing economic
power that China has displayed in Chile should not be ignored. Joseph Nye coined the term
“soft power” and described it as “the indirect way to get what you want without tangible
threats or payoffs” and it “rests on the ability to shape the preferences of others.”187
According to Nye, the three main ways to get soft power come from culture, the political
values, and foreign policies. 188 President Pinera noted that “China has been gaining ground
in Latin America in part because China has been pursuing it and partly because the United
States is stepping back.”189 This is in line with the conventional understanding that

suggests that China is increasing its influence in LATAM at the expense of the U.S.190

The most substantial increase of Chinese hegemony comes from the increase in
economic power. Economic power is defined as “the ability to control or influence the
behavior of others through the deliberate and politically motivated use of economic
assets.”191 Nye lists the behaviors of economic power as “inducement” and “coercion”192
Chile successfully used a “balking” strategy to counter U.S. pressure to support the Iraq
invasion in 2003 before the U.S.-Chile FTA was signed.193 Even though Chinese

engagement in Chile has not seen displays of economic power, it is worth noting that “the

187 Joseph Nye, Soft Power (New York: PublicAffairs, 2004), 5.
188 Nye, 11.
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relations between hegemons and followers is dynamic and may ebb and flow over time in

a continuing process of negation and renegotiation.”194

194 Neal Jesse, Steven Lobell, Galia Press-Barnathan, and Kristen Williams, “The Leader Can’t Lead
When the Followers Won’t Follow: The Limitations of Hegemony,” in Beyond Great Powers and
Hegemons: Why Secondary States Support, Follow, or Challenge, eds. Kristen Williams and Steven Lobell
and Neal Jesse (Stanford, CA: Stanford University Press, 2012), 24.
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I11. A CASE STUDY OF CHINESE ENGAGEMENT IN MEXICO

A. SYNOPSIS

To a greater degree than any other LATAM country, Mexico was negatively
impacted by China.195 Mexico’s structural economic and political factors did not create an
environment ideal for Chinese engagement and influence. Mexico’s lack of economic
compatibility was determined by its manufacturing similarities, which also constrained its
foreign policy. Mexico received a relatively low level of engagement for its size due to its
economic incompatibility and its relationship with the U.S.

The overall level of Chinese engagement in Mexico is evaluated as low after
examining the level of economic, political, military, business and social engagement since
the turn of the century. The low level of engagement is despite Mexico being the larger of
the two countries used as case studies. After establishing the independent variable as low,
the focus turns to the dependent variables of economic outlook and foreign policy.

This case study found that the Mexican economic outlook and foreign policy were
impacted to a minimal extent by Chinese engagement and influence, which suggests that
low levels of engagement yield low levels of influence and that influence is difficult to
attain in a rival economy. Changes in the relationship between Mexico and China need to
be understood in the context of U.S.-China-Mexico relations and the historic relationship
with the U.S. The changes to the economic outlook and foreign policy are best explained
by Mexican agency through domestic politics, although there is a minimal amount
attributed to Chinese hegemony. The central argument linking both case studies is that the
underlying condition necessary for Chinese engagement to yield influence is the degree of
economic compatibility because foreign policy is an extension of domestic policy, and

domestic policy is constrained by economic realities.

195 Gallagher and Porzecanski, The Dragon in the Room, 83.
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B. ESTABLISHING THE INDEPENDENT VARIABLE: THE EXTENT OF
CHINESE ENGAGEMENT IN MEXICO

The overall level of Chinese engagement in Mexico since the turn of the century is
averaged as low. While there are variations in the level of engagement, especially during
President Nieto’s administration, a static snapshot summarizing the average level of
engagement since 2000 is displayed in Table 3. China’s low level of economic engagement
was evident from the lack of serious talks about a China-Mexico FTA. For a large country,
the frequency of presidential visits was not commensurate with Mexico’s size and several
of these visits only occurred during G20 meetings. Chinese military engagement was low,
but business and social engagement were medium. The twenty-first century economic
tension and the recent improvement in relations is implicitly evident in the Embassy of
Mexico’s website, noting the “unique moment in the relations,” and the “unprecedented
dynamism that has deepened the relationship,” and a “growing complementarity.”196 The
rest of this section outlines the evidence for the level of Chinese engagement in Table 3.

Table 3. The level of Chinese engagement in Mexico

Overall low
Economic low
Political low
Military low
Business medium-low
Social medium

Mexico is frequently cited as the quintessential example of a LATAM country
losing out economically due to China’s economic expansion and increased trade.197 The
conventional wisdom is that the Mexican economy was negatively impacted by China,

perhaps more than any other country in LATAM.198 Unlike Chile, Peru, and Costa Rica,

196 “Economic Relationship,” Embassy of Mexico in China, accessed October 24, 2017,
https://embamex.sre.gob.mx/china/index.php/es/la-embajada/relacion-economica.
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Mexico does not have a FTA with China and there is not one under negotiation.199 Mexico
and China have similar economies based on manufacturing, which has resulted in Mexico’s
economy losing out due to China’s economic gains.290 With respect to Chinese economic
engagement, in 2017, the Chinese ambassador to Mexico expressed interest in pursuing a
FTA.201 The ambassador noted that the countries are closely linked, because “Mexico is
China’s second-largest trading partner in Latin America and China is Mexico’s second-
largest trading partner in the world.”202 He added, “this is a highly important relationship
and we have a great interest in deepening and broadening these ties.”203 When compared
economically to China, Mexico is a country of second place. This status is a microcosm

for the relationship with China.

There were inklings of a Chinese willingness for a trade deal as far back as 2013,
however, the topic became more prevalent in recent years due to U.S. domestic politics
regarding the North American Free Trade Agreement (NAFTA).204 However, the balance
of trade favors Chinato such a great degree that is it difficult to justify how a China-Mexico
FTA is in Mexico’s interest. As of 2018, there are no China-Mexico FTA negotiations
underway.205 There is clearly a Chinese interest in increased economic engagement via a
FTA, however due to the competitiveness and lack of mutual benefit, there has been no
headway. The absence of continued interest and serious negotiations helps justify Chinese

economic engagement as low.
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The average level of Chinese political engagement in Mexico is low, especially
when compared on a relative scale in LATAM and after considering Mexico’s size.
However, the level of Chinese political engagement increased with President Nieto’s
administration starting in 2012.206 As with the previous case study, the easiest way to
establish the level of political engagement is to examine the frequency and content of visits
between the heads of state. These high-level meetings are the best measure to quantify the

level of political engagement.

Mexico was not on President Jiang’s 2001 itinerary for his LATAM tour.207
President Jiang visited Chile, Argentina, Uruguay, Brazil, Cuba, and Venezuela during this
trip.208 However, in 2003, Chinese Premier Wen went to Mexico City.209 During this
meeting, China and Mexico established a strategic partnership and agreed to “five
proposals” which outlined closer ties across a variety of sectors.210 Premier Wen noted
that ties “have withstood the test of time and vicissitudes on the international arena, (and)
are at the best period for development.”211 The Premier acknowledged the historical
variation in relations, and clearly favored increased engagement. Premier Wen’s statement
provides insight into the priority level Mexico was for China and the historic level of

Chinese political engagement.

In 2004, President Hu Jintao did not visit Mexico despite a trip to Argentina, Brazil,

Chile, and Cuba.212 However, during this trip President Hu met President Vincente Fox in
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Santiago after an Asia-Pacific Economic Cooperation (APEC) meeting.213 The tone of the
meeting was amicable according to Chinese state media, noting an improving state of
relations and increased cooperation, notably “on the issues related to Taiwan and human
rights.”214 President Fox noted that “Mexico is paying attention to China’s economic
development and contributions to the world trade development in an active manner.”215
Chinese Vice President Zheng Quinghong visited Mexico shortly after President Hu’s
trip.216 It is notable that the vice president went to Mexico instead of President Hu and is
reflective of the lower priority level China gave Mexico. Additionally, President Fox’s

statement has an underlying theme of economic competitiveness.

In 2005, in-between a trip to Canada and the U.S., President Hu visited Mexico
City and met with President Fox.217 It had been eight years since a Chinese president went
to Mexico, and Chinese state media noted that the trip was aimed at “strengthening high-
level dialogue between both sides, building up mutual trust and friendship...to realize the
goal of common development.”218 However, as with previous meetings, there were
underlying economic tensions. The balance of trade significantly favored China, which
now exported $31 of goods to Mexico for every one dollar Mexico exported.219 An expert
on the China-Mexico relationship noted that “the real relationship between the People’s
Republic of China and Mexico is very tense...this ratio of 31 tol, which is only going to

grow in the short run, is not only a social problem but could become a political
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problem.”220 Similar to the previous meeting, President Fox spoke about the balance of
trade and “contraband Chinese goods” during this visit.221 That same visit, during a trip to
the Mexican Supreme Court and Senate, President Hu “got stuck in a broken elevator for
15 minutes,” an event that seems emblematic of a larger theme in China-Mexico
relations.222 The visits content, choice of words, and the focus on economic relations helps
justify that the level of Chinese political engagement in Mexico was low.

In 2007, President Hu met with President Felipe Calderon in Berlin, where
President Hu remarked that development continued since establishing ties in 1972 and the
2003 strategic partnership.223 In 2008, President Hu met with President Calderon again in
Beijing, and again noted that diplomatic ties were going well and expressed the desire to
keep enhancing ties across the board.224 Of note, the President thanked Mexico for its
position on Taiwan and Tibet and for the “adherence of Mexico to the one-China
policy.”225 However, in 2009, the swine flu outbreak in Mexico caused tensions again
when China quarantined Mexican citizens in China and sent a plane to pick up vacationing
Chinese in Mexico.226 Ultimately, one Mexican citizen in China was found to have HIN1,

but the Chinese and Mexican responses did not improve political ties.227

In 2010, the Chinese foreign minister traveled to Mexico and “gave (President)

Calderon regards from President Hu,” and noted that “China always views the China-
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Mexico relations from a strategic perspective.”228 However, it was not until 2012, several
years after the swine flu incident that President Calderon and President Hu met again in
Mexico before the G20 summit.229 Many of the same talking points were presented and
President Calderon noted that there were similar issues facing them, because they are both
developing countries “amid complex changes of the current international situation.”230
President Calderon noted that “Mexico attaches importance to China’s propositions and
role in the G20.”231 President Calderon’s tenure was not a time of increased Chinese

engagement with Mexico, however this would change with his successor.

Enrique Pena Nieto became President of Mexico in 2012, and his presidency
resulted in more China-Mexico engagement and increased heads of state visits. President
Nieto was a member of the Institutional Revolutionary Party (PRI), while President Fox
and President Calderon were members of the National Action Party (PAN). Positive
changes to the relationship were previously sought by President Calderon, but the
difficulties in achieving a more robust relationship were constrained by economic factors
and unforeseen circumstances such as the swine flu response. The Mexican economy has
a historic overreliance on the U.S., which means it could benefit politically from enhanced
Chinese relations, but it is also directly competing with China for the U.S. market.232
Therefore, there are structural factors pushing Mexico toward and away from China at the

same time.

In 2013, President Nieto and President Xi met three times, signaling an improving

political relationship and increased engagement. In April of 2013, President Nieto went to
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China and discussed ways to increase ties.233 During the trip, President Xi expressed a

desire to “deepen the strategic mutual trust,” “promote mutual benefits,” “enhance cultural
communications,” and lastly “keep closer multilateral coordination.”234 Later that year,
President Xi went to Mexico and the relationship was upgraded from a “strategic
partnership” to a “comprehensive strategic partnership.”23> The agreement was known
colloquially as the “tequila pact,” which was an effort to improve the balance of trade and
also improve the name recognize of Mexican goods in China.236 Among the standard
talking points about increasing bilateral ties, China announced the decision to “build a
Chinese cultural center in Mexico City, the first in Latin America and the Caribbean.”237
Additionally, Mexico expressed support for the One-China policy and “considers Tibet and
Taiwan to be ‘an inalienable part’ of Chinese territory.”238 President Xi also visited Mayan
ruins during the trip while being escorted by President Nieto.239 Just a few months later in
September, the Presidents met again in St. Petersburg before a G20 summit and talked

about how well the previous visit had transpired.240

The first year of the Nieto Presidency was a significant year for the China-Mexico

relationship. Under the previous administration in 2011, President Calderon met with the
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Dalai Lama which precipitated a strongly worded Chinese response.24l The Chinese
Foreign Ministry noted that “this grossly interferes in China’s internal affairs, hurt the
feelings of the Chinese people, and damages China-Mexico relations.”242 According to a
scholar, the meeting with the Dalai Lama resulted in relations being “the most tense in the
past 40 years.”243 However, President Nieto did not meet with the Dalai Lama during a
trip to Mexico in 2013.244 Instead, President Nieto agreed to the One-China policy and
stated that Mexico “recognize(d) the principle of ‘one China,” and considers Tibet and
Taiwan to be ‘an inalienable part of Chinese territory.””245 The differences between
President Calderon and President Nieto in handling the Dalai Lama’s trips and the number
of presidential meetings validates that the frequency of visits between heads of state is a

legitimate reflection of state relations and also commensurate with the level of engagement.

President Nieto and President Xi continued to meet with increased frequency. They
met in Beijing in 2014 and “charted the course” for increased ties and improved
relations.246 In 2015, during a meeting in Turkey, Xi noted that “China-Mexico ties are
becoming more strategic with larger global influence.”247 In 2016, the leaders met again
in China during the G20 summit, noting a desire to “deepen (the) comprehensive strategic
partnership.”248 During this meeting, President Nieto advocated for the Bank of China to

open in Mexico, which is indicative of desired closer economic ties and also demonstrates
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the link between economic and political engagement.249 There were also similar talking
points about improving relations and ways of making this happen.230 In 2017, they met
again in China and President Xi commented that they “should synergize development
strategies.”251 This particular visit came amid a backdrop of uncertainty about the future
of NAFTA, which largely stemmed from U.S. domestic politics.252 In August of 2018, the
U.S. announced a new trade deal with Mexico, widely regarded as an updated NAFTA.253
Even with the improvement in relations under President Nieto, the overall level of Chinese
political engagement is low because the independent variable treats the level of

engagement as an average over the twenty-first century.

There has been limited military engagement between China and Mexico, and a
subsequent low level of Chinese military engagement. The early 2000s saw only several
instances of military meetings and exchanges.254 However, this relationship increased in
recent years.25> In October of 2016, both countries agreed to “strengthen military
cooperation and elevate mutual ties to a new high.”256 Increased military ties need to be

viewed as a subset of political ties. The general consensus in the media coverage was that
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China-Mexican ties were increasing due to U.S. politics.257 Therefore, the agreement
needs to be understood through the context of the U.S. political climate in 2016. Even with
the 2016 China-Mexican military agreement, the overall level of Chinese military
engagement in Mexico is low, even after accounting for a one-off military agreement that

was made at an opportune time for engagement.

China-Mexico business ties are strong and are calibrated at medium-low.
Businesspeople have accompanied government visits at all levels, such as Mexican
businesspeople going with the mayor-elect of Mexico City on a trip abroad to China.258
Mexican businesspeople frequently take trips to China and often attend conferences.2%9
Many have taken trips abroad to help facilitate Chinese exports to Mexico and vice
versa.260 Mexican companies have worked to become more active in the Chinese market.
There are three main strategies that these companies use in order to achieve this goal.261
They try to sell to the increasing Chinese middle class, work with established Chinese
businesses to improve infrastructure, and lastly attempt to export products with Mexican

name recognition.262

Social engagement between China and Mexico is the most developed variable of
engagement and is calibrated at medium. The Chinese community in Mexico has a
presence in the northern Mexican cities of Tijuana and Mexicali.263 However, there is
hostility to the tight-knit Chinese community as their businesses are frequently robbed and

the community is marginalized in domestic media.264 Much of this hostility is explained
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by economic tensions.265 As it relates to education, Mexico had one of the first universities
that offered Chinese studies and their “intellectual infrastructure is among the best
developed in Latin America.”266 Thirty universities in Mexico teach Chinese, and Mexico
was the first country in LATAM to have a Confucius Institute.267 There are currently five
Confucius Institutes in Mexico, the highest number in LATAM.268 These institutes are
“aimed explicitly at building familiarity with China among Mexican academics and
students, and at facilitating cultural convergences in general.”269 The Chinese government
enabled tourists to visit Mexico in 2004 and the number of flights connecting the countries
increased.270 There are now two airlines and eight direct flights a week that link the

countries.271

After examining the economic, political, military, business, and social aspect of the
extent of Chinese engagement since 2000, the overall level of engagement is low. The next
section examines the dependent variables and outlines the changes in the Mexican
economic outlook and foreign policy in the twenty-first century. The last section attributes

the changes mostly to Mexican agency, but also to a small degree of Chinese hegemony.

C. ANALYZING THE DEPENDENT VARIABLE: CHANGE DUE TO
CHINA

1. Changes in the Economic Outlook

This section argues that the low level of Chinese engagement since 2000 influenced
the Mexican economic and political outlook to a low extent, which is illustrated in Table
4. This is done by examining the economic statistics and overviewing the foreign policy.
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After examining the economic data and the foreign policy changes, it is clear that Mexican
agency is the primary driver of economic and political change. This does not suggest that
Chinese economic growth has not impacted Mexico because of the competitiveness.
However, Chinese engagement, by itself has produced minimal changes in the Mexican

economic outlook and foreign policy.

Table 4.  Change due to Chinese engagement

Mexico 2000-2018
A Economically |A Foreign policy
low low

The Mexican economy has changed little due to Chinese engagement but has been
impacted to a great degree by China’s economic expansion. The academic literature singles
out Mexico as the biggest loser resulting from China’s growth.272 Most of the economic
competition between China and Mexico stems from competition over the U.S. market.273
Mexico has historically stood in the shadow of the U.S. economy, leading to an
“asymmetrical” economic relationship with the U.S.274 This relationship resulted in a
Mexican economy that was overly-reliant on the U.S. due to Mexico’s reliance on exports
to the U.S.275 The result is that Mexico is more dependent on the U.S. than the reverse.276
Furthermore, economic slowdowns in the U.S. disproportionally hurt Mexico; it has been

noted that “when the U.S. sneezes, Mexico catches a cold.”277 The balance of trade data

272 Gallagher and Porzecanski, The Dragon in the Room, 83.

273 jose Leon-Manriquez, “China’s Relations with Mexico and Chile: Boom for Whom?” in China
Engages Latin America, eds. Adrian Hearn and Jose Leon-Manriquez (Boulder, CO: Lynne Rienner
Publishers, 2011), 167.

274 Roderic Camp, Mexico: What Everyone Needs to Know (Oxford: University Press, 2011), 21.
275 Camp.
276 Camp.

277 Elisabeth Malkin, “When the U.S. Sneezes, Mexico Catches Cold,” New York Times, December
30, 2008, https://www.nytimes.com/2008/12/30/business/worldbusiness/30iht-
30pes0.18988868.html?module=ArrowsNav&contentCollection=International%20Business&action=keypr
ess&region=FixedLeft&pgtype=article.

49



exemplifies this relationship. In 2000, Mexico had 88.12 percent of its exports going to the
U.S., and in 2016, 81.03 percent of Mexican exports still went to the U.S.278 By contrast,
the U.S. exported 13.80 percent of its total exports to Mexico in 2000 and 15.84 percent to

Mexico in 2016.279 This shows that the Mexican economy is less diversified than the U.S.

Mexico has lost out due to Chinese economic growth. In 2003, China surpassed
Mexico as the second largest exporter to the U.S., and overtook Canada in the aftermath of
the great recession to become the largest exporter to the U.S.280 This is in spite of the
geographic advantages Mexico has in being on the same continent. The trends in the
Mexican economy since 2000 are highlighted by increased competition from China for the

U.S. market and continued economic reliance on the U.S.

The percent change in Mexican exports to China since 2000 would be a good
indicator that Chinese engagement pulled the countries closer together and changed the
Mexican economic outlook. Presumably, successful Chinese economic engagement would
significantly increase the percentage of Mexican exports to China and vice versa. However,
the changes in the Mexican and Chinese exports were minimal for the past two decades,
especially after considering how low they started. In 2000, the percentage of Mexican total
exports going to China was .19 percent.281 By 2016, it was only 1.45 percent, barely
moving one percent even during the years of China’s rapid economic growth.282 For the
total percentage of Chinese exports going to Mexico it was .54 percent in 2000 and 1.54
percent in 2016.283 Even though these numbers reflect an increase, for countries that are
both manufacturing giants and in the G20, these percentages are extremely low and
exemplify the economic incompatibility. These percentages are also another example of
Mexico’s economy being impacted to a minimal degree by Chinese engagement.
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The balance of trade disparity between China and Mexico is astonishing given how
much it favors China. The total export percentages examined previously are slightly
misleading and the balance of trade numbers put the economic relationship in a new
context. The real numbers are a reflection of China’s economic competitiveness. In 2009,
Mexico imported $14.5 from China for every one dollar it exported.284 This disparity is
important for a variety of reasons, one of the main ones being that it hurts Mexican GDP
because GDP is calculated using net exports. Chinese exports are clearly more competitive
than Mexican exports. After examining the real numbers in the balance of trade since 2000,

it is clear that the asymmetry grew in favor of China to the detriment of Mexico.285

To get a full understanding of Mexico’s economic performance since the turn of
the century, it is useful to examine several indicators of Mexican economic performance.
Mexican GDP declined as a result of the 2008 financial crisis as it was hurt by the decline
in the U.S. economy.286 Additionally, in terms of total GDP, Mexico experienced a
downturn from 2014-2016.287 However, the 2018 OECD macroeconomic forecast for
Mexico is positive, predicating low unemployment, low inflation, and positive growth due
to reforms.288 Lastly, the balance of trade data encapsulates the trend in the Mexican net
exports mostly due to China. For the past twenty years, the balance of trade is seldom in
Mexico’s favor and continually deteriorated, which is illustrated in Figure 4.
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MEXICO BALANCE OF TRADE

Figure 4. Mexico’s balance of trade became more pronounced289

2. Changes in the Foreign Policy

The next section overviews the highlights of Mexican foreign policy, especially as
it pertains to China, by presidential administration since the turn of the century. In the
1990s, the Mexican attitude about foreign policy began to gradually shift, “the traditional
perception of the outside as a source of evils...(had) been replaced by a perspective that
emphasizes the opportunities the world offers.”290 In 2000, Mexico became a true
democracy by demonstrating that an incumbent party could give up power with the election
of President Vicente Fox.291 Prior to President Fox, Mexico’s foreign policy was lacking
due to self-imposed isolationism.292 By the turn of the century, President Fox knew that
Mexico’s geography could play a role in its new foreign policy, and sought to find a way
to use this to link North America with South America.293 Additionally, a new foreign

policy offered him an opportunity to “mark a clear break with the PRI,” the historically
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dominate party.294 Mexico’s ascent foreign policy was based off “international human
rights and multilateralism.”295 Mexico tried to make itself an increasingly relevant player
in the international system.296 The early years of President Fox’s foreign policy were

characterized by ideology instead of pragmatism, however this would change after 9/11.297

Mexico’s diplomatic changes with the U.S. were completely altered by 9/11. “The
first PAN government tried to join a liberal, post-Cold War order that abruptly changed,”
and 9/11 complicated the U.S.-Mexico relationship.298 The complications resulted from
the war on terror and the U.S. desire to invade Iraq.299 Despite a friendly relationship
between President Bush and President Fox, Mexico was not supportive of the invasion and
issues such as immigration reform were no longer a U.S. priority.300 The other foreign
policy shift during President Fox’s administration was an increased emphasis on human
rights, even at the expense of state sovereignty.301 Secretary of Foreign Affairs Castaneda
explained the shift in 2001, saying “it has been stated that the defense and the promotion
of human rights constitute an internal matter of each country...Mexico does not share this
thesis [and] categorically affirms that human rights represent universal and absolute
values.”302 Mexico also expanded relations with the E.U. in the early 2000s, however the

U.S.-Mexico relationship was still the top priority.303

China-Mexico relations were minimal in the early 2000s and the most significant
event was the Dalai Lama visiting Mexico in 2004. President Fox did not meet with the
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Dalai Lama as President, prompting critics to point out the hypocrisy given his new foreign
policy emphasis on human rights.304 However, despite supporting the One-China policy,
President Fox had warm words for the exiled leader, saying “we welcome the Dalai Lama
to our country, a country of values, a country of families, and a country that is working
hard to build a better future.”305 Castaneda criticized President Fox’s decision, saying that

not meeting with the Dalai Lama was not in synch with Mexico’s new foreign policy.306

President Fox criticized China on several occasions. In 2003, President Fox
“declared that China’s international competitiveness had been built on an authoritarian
labor system, low wages, and scant social security.”307 This was not the only time
President Fox criticized China, “stating that past Institutional Revolutionary Party (PRI)
governments had deceived Mexicans “as if we were vile Chinese when they were selling
their grandiose ideas, populism and demagoguery.’”308 President Fox clearly did not
mince words regarding his views. The China-Mexico relationship was not a top priority as

relations with the U.S. were far more important.

President Calderon did not emphasize foreign policy in the way that President Fox
did, instead choosing to focus on domestic issues.309 However, President Calderon initially
wanted improved relations with China but the 2009 swine flu incident hindered the
prospect.310 Before being elected, President Calderon noted this desire, saying that “I
believe we have several important points of coincidence that will allow us to build political

alliances with nations like China and India.”311 However, the 2009 swine flu outbreak
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changed the tone. President Calderon “stated in a televised intervention that, unlike other
countries, Mexico was dealing with the flu in an open way.”312 China took aggressive
measures against Mexican citizens in China during the response to the swine flu which
increased tensions.313 In addition, in 2011, President Calderon became the first sitting
Mexican President in the new century to meet directly with the Dalai Lama, a meeting that
lasted for forty-five minutes and prompted a negative response from the Chinese Foreign

Ministry.314

On the domestic front, the Calderon Administration instituted a controversial war
on drugs that had limited success and increased violence.315 President Calderon continued
the broad foreign policy themes enacted by President Fox and supported increased Mexican
presence on the world stage.316 As with President Fox, President Calderon espoused
Mexican principles of democracy and human rights.317 However, his foreign policy was
“mostly reactive to external and domestic events,” and there were no major changes to

Chinese engagement and Mexican foreign policy.

President Nieto’s election marked a return to the PRI and improved relations
between Mexico and China. President Nieto met with the Chinese president at a more
frequent pace, especially in the beginning of his presidency. In 2013, the “strategic
partnership” was upgraded to a “comprehensive strategic partnership.”318 In an op-ed in
2017, President Nieto noted increased relations with China, ranging from bilateral

investments, increased business and social ties, as well as Mexico’s openness to
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314 «China Slams Calderon’s Meeting with Dalai Lama,” San Diego Union Tribune, September 10,
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investment.319 In 2013, the Dalai Lama visited Mexico, but President Nieto did not meet
him.320 Eric Farnsworth, the VP of the Council of the Americas and Americas Society
noted, that “Pena Nieto is looking for a fresh beginning...meeting with the Dalai Lama
would potentially freeze these efforts...much as the decision of then-President Felipe

Calderon was a major factor in keeping Mexico’s relations with China on ice.”321

Especially in the last years of the Nieto administration, the closer China-Mexico
foreign relations need to be understood in the context of U.S.-Mexico relations. Even with
the uptick in China-Mexico relations, “Mexican officials have...downplayed growing
China relations, suggesting that ties to China are mainly useful...(for) dealing with the
United States.”322 Despite the warming relationship, other than increased presidential
visits and not meeting the Dalai Lama, there were no major ideological shifts in Mexican
foreign policy due to Chinese engagement due to structural factors holding the relationship

back, such as economic incompatibility and the U.S. relationship.323

D. AGENCY VS. HEGEMONY

The last section argues that changes to the Mexican economic outlook and foreign
policy were influenced mostly by Mexican agency and only by Chinese hegemony to a
minimal extent. Summarizing the earlier findings, the level of Chinese engagement in
Mexico is low. Mexico’s economic outlook and foreign policy trajectory were influenced
to a low degree as a result of Chinese engagement. The underlying condition necessary for
Chinese engagement to yield influence in LATAM is the degree of economic compatibility
because foreign policy is an extension of domestic policy, and domestic policy is

constrained by economic realities.
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1. Mexican Agency: Hypothesis #2

Mexican agency is the best hypothesis to explain Mexico’s economic performance
since 2000. Mexico losing out economically due to China is because of decreasing relative
economic competitiveness and little to do with Chinese engagement. The shift in relative
competiveness is most related to domestic economic decision-making. Both countries
began implementing economic reforms in the second half of the twentieth century,
however, in the long-run the Chinese economic reforms outperformed Mexico’s.324 The
main structural factor in which Mexico underperformed was due to its “lackluster
performance of investment.”325 Additionally, Mexico’s timing of reforms hurt the long-
term performance and when the economy eventually picked up, the reforms predominately
benefited larger companies.326 Lastly, the poor implementation of economic reforms via
investment “brought about an acute deterioration in Mexico’s infrastructure.”327 In short,
agency best explains Mexico’s economic performance because investments were not as
well-implemented as China’s during the late 1970s to the 1990s, which culminated in
second and third order affects which impacted the Mexican economic trajectory in the

twenty-first century.

Other aspects of Mexican agency contributed to the economic performance since
2000, such as poorly-managed central bank policies. The Mexican Peso appreciated against
the dollar starting in the 1980s, while the Chinese currency became devalued against the
dollar.328 In doing so, Mexican exports became relatively more expensive while Chinese
exports became more competitive due to a cheaper currency. In addition, due to poor
investment, Mexican productivity did not keep pace with the Chinese change in
productivity, which had repercussions for moving up the value chain and exporting

expensive finished goods.329 Lastly, the Mexican government was not involved enough in
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targeting competitive areas of the economy which had the most potential in the 1980s and
shifted to “let markets determine the profile of Mexican manufacturing sectors.”330
Mexico’s domestic economic policies produced long-term effects which impacted the

economic trajectory in the twenty-first century.

Mexico’s foreign policy decision-making was mostly the result of domestic agency,
not Chinese engagement. For example, the shift in Mexican foreign policy at the beginning
of the century was due to several domestic factors, including the fact that Mexico became
a true democracy.331 The foreign policy decision-making by President Fox was an
“attempt to break from its isolationist past.”332 Additionally, the domestic politics and the
shift in power from the PRI to the PAN and the personalities of President Fox and
Castaneda helped instigate the shift in foreign policy.333 The onset of Mexico’s new
foreign policy had nothing to do with Chinese engagement, instead the foreign policy
trajectory of the twenty-first century was launched from within. However, some inside
Mexico viewed President Fox’s push to become a player in the international arena as a
gambit to distract from a sluggish economy and his new international policies
“underestimated ingrained nationalistic and isolationist tendencies in Mexican society,”
showing that states rarely speak with one unified voice and there was internal debate about

the new foreign policy.334

Foreign policy and economic issues are often related and difficult to analyze
separately. Mexico is no exception, especially due to increased competition with China.
President Fox criticized China in 2003 for their economic practices because of internal
domestic pressure and domestic policy considerations.335 President Calderon was unable

to turn China-Mexico foreign relations around, despite having the initial intention.336 The
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2009 swine flu response by Calderon presumably had domestic audience considerations,
especially with the comment “that, unlike other countries, Mexico was dealing with the
flue in an open way.”337 The main tenets of Mexican foreign policy remain unchanged
from President Fox to President Calderon and “the PAN’s foreign policy...(was) intended

not only for external actors but, equally, for domestic audiences.”338

2. Chinese Hegemony: Hypothesis #1

Chinese hegemony indirectly impacted Mexican foreign policy under the Nieto
Administration because it provided an alternative to its northern neighbor. Foreign Minister
Castaneda said that “Mexico’s growing interest in China...(was) an ‘expression of
machismo’ directed northward.”339 With regard to President Nieto, closer ties to China
could be due to U.S. domestic politics in 2016, even though the initial improvement in
relations began in 2013.340 Mexico’s foreign policy under President Nieto needs to be
understood within the relationship between the U.S. and Mexico.34! Castaneda articulated
Mexico’s foreign policy situation, noting that “all nations tend to balance their asymmetric
bilateral relations by strengthening their ties with other countries...[but this is] practically
impossible for Mexico...the only way our country could truly balance...is by developing
a very intense activity on the multilateral stage.”342 While the U.S.-Mexico relationship
may provide an incentive for increased China-Mexico relations, economic structural

factors push China and Mexico apart.

There is no evidence to support the hypothesis that Chinese hegemony influenced
the Mexican economic outlook via engagement and influence. The Chinese made gains at
the expense of the Mexican economy due to reforms that started before the increase in

337 Leon-Manriquez.
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Chinese engagement in LATAM.343 China and Mexico increasingly became direct
competitors and the impacts of the reforms became more pronounced as China made gains
at the expense of Mexico.344 However, it is important to point out that while China has
made impressive economic gains, the GDP per capita in Mexico is still higher than the

GDP per capita in China.345
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344 Gallagher and Porzecanski.

345 joshua Keating, “Memo to Nieto: Mexicans are Already Richer Than the Chinese,” July 3, 2012,
https://foreignpolicy.com/2012/07/03/memo-to-nieto-mexicans-are-already-richer-than-the-chinese/.

60


https://foreignpolicy.com/2012/07/03/memo-to-nieto-mexicans-are-already-richer-than-the-chinese/

IV. CONCLUSION

The final chapter synthesizes the conclusions from the case studies and addresses
the implications from the argument that the underlying condition necessary for Chinese
engagement to yield influence is the degree of economic compatibility. Additionally, the
argument that foreign policy is an extension of domestic policy, which is constrained by
economic realities is expanded. Table 5 and Table 6 summarize the findings from the case
studies and show that Chinese engagement is variable by country. Chile received more
engagement than Mexico, which suggests that economic compatibility influences the level
of Chinese engagement. The differences in engagement and economic compatibility led to
Chinese influence impacting the Chilean economy to a medium degree, while only
impacting the Mexican economy to a minimal degree. China influenced foreign policy in
both countries to a minimal degree, which suggests that engagement yields influence in a
country’s economy more than its foreign policy. These findings show that foreign policy
is difficult to influence regardless of the level of engagement or economic compatibility
and that a country’s economic outlook is more susceptible to influence from foreign

engagement than its foreign policy.

Table 5.  Summary of Chinese engagement

Level of PRC Engagement

Chile
Mexico low

Table 6.  Changes to economy and foreign policy due to

engagement
Chile 2000-2018 Mexico 2000-2018
A Economically |A Foreign policy |A Economically A Foreign Policy
medium low low low

The level of Chinese engagement was the independent variable which was

established first since this varied by country. The overall level of engagement in Chile was
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calibrated as “medium-high” and the level of engagement in Mexico was “low.” These
levels of engagement were averages over the past two decades and were a judgment call
after evaluating engagement across the economic, political, military, business, and social
sectors and was scaled relative to LATAM. While the level of engagement varied by year,
an attempt was made to average it in order to provide a reference point and eliminate
confusion. One of the assumptions made was that the amount of scholarly work and

newspaper articles was commensurate with the engagement level.

The Chilean economic outlook was impacted to a medium extent, while the
Mexican economic outlook was impacted to a low extent due to Chinese engagement. One
of the difficulties for the research project involved separating the impact of increased
Chinese engagement versus impacts due to economic competitiveness, a problem

especially relevant for the Mexican economy.

The research project found that Chinese political and economic engagement in
Chile manifested in a palpable FTA, which subsequently influenced the Chilean economic
outlook to a moderate degree. The moderate degree of influence was a judgement call after
examining the economic performance and balance of trade data before and after the FTA.
The China-Chile FTA was arguably the single biggest factor that helped drive Chilean
economic growth in the twenty-first century. Chilean foreign policy changed little, despite
a higher level of Chinese engagement. The Chilean foreign policy objectives stayed
consistent largely due to its resource-export dependency, domestic institutions, and the
strong link between its economy and foreign policy. Chinese hegemony was manifested

via the FTA and Chilean agency was manifested through the domestic institutions.

There have been rumblings recently of interest in talks about a China-Mexico
FTA.346 However, this is largely from the Chinese side and needs to be understood in the
context of China-Mexico-U.S. relations. Limited Chinese economic engagement in Mexico
resulted in the Mexican economy being influenced to a low degree by engagement.

Additionally, Mexican foreign policy stayed relatively consistent since 2000. However,

346 “China Open to Free-trade Agreement with Mexico: Xinhua,” Reuters, June 28, 2017,
https://www.reuters.com/article/us-china-mexico-trade/china-open-to-free-trade-agreement-with-mexico-
xinhua-idUSKBN19K01Z.
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when China-Mexico relations warmed under President Nieto, this was explained by the
China-Mexican-U.S. relationship and Mexican domestic politics. Mexico’s position
between China and the U.S. largely constricts its foreign policies. As much as aligning
towards China for foreign policy reasons could be beneficial for Mexican interests, the
economic competitiveness is a formidable countermeasure offsetting this alignment.

Mexican agency was manifested through its domestic politics and economic reforms.

The central argument linking the case studies is that the underlying condition
necessary for Chinese engagement to vyield influence is the extent of economic
compatibility. This is because foreign policy is an extension of domestic policy, and
domestic policy is constrained by economic realities. For Chile, China was a rational actor
targeting an already compatible economy through increased political engagement which
manifested in a FTA. Chilean foreign policy was already pre-determined by its economy
and institutions, and a growing China in search of raw materials resulted in mutual
economic benefits. For Mexico, there was little economic compatibility, only underlying
competitiveness, which manifested in a lack of economic and political engagement and
yielded low levels of influence. The level of engagement China exhibited in Chile and
Mexico was commensurate with its economic compatibility and the potential for mutual
benefits. This analysis suggests that the foreign policy outlook is difficult to influence
regardless of the level of engagement and that the economic outlook is more susceptible to

changes from foreign engagement and influence.

A. IMPLICATIONS

Economic realities refer to the structure of a country’s economy. This refers to the
domestic comparative advantage and the “composition and various components of the
regional economy such as: production, employment, consumption, trade and gross regional
product.”347 This research project overviewed the structural economic realities based on

natural resource exploitation in Chile and manufacturing in Mexico. Policymaker’s

347 sydhir Thakur, “Fundamental Economic Structure and Structure Change in Regional Economies:
A Methodological Approach,” Region et Developpement (2011): 9, http://region-developpement.univ-tin.fr/
en/pdf/R33/Thakur.pdf, 9.
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domestic and foreign policies are designed to benefit these economic realities because their
citizens are reliant on these economic realities for their livelihood. For example, it was in
China’s and Chile’s interest to pursue a FTA because closer economic integration had
mutual domestic benefits. On the other hand, Mexico’s underlying economic tensions with
China played out in the word choices of President Fox and President Calderon’s responses

to the Dalai Lama and swine flu incident.

Chinese economic compatibility with LATAM is dependent on having goods that
China can import. China has become a manufacturing giant this century and as a result has
a significant balance of trade surplus. Due to its economic structure, China needs to
important raw materials and does not need to import manufactured goods, as it already has
a comparative advantage in this industry. Therefore, commodity exporters like Chile have
more to offer China and contrast with a country like Mexico that has little to offer China.

With respect to LATAM countries benefiting as a result of Chinese trade, there are
several tiers of countries that develop as a result of China’s increasing role in LATAM.
According to the academic literature, Chile and Peru have robust commodity exports and
both have FTAs with China.348 Brazil and Argentina are large countries that have
experienced manufacturing competition, but also have commaodity exports that go to China
and make up a middle tier.349 Lastly, Mexico and the Caribbean countries do not have
robust commodity exports to China and have been the most negatively impacted by
manufacturing competition and represent a bottom tier of countries. 350 If mutual economic
compatibility is the main driver of Chinese engagement in LATAM, then this should be
reflected through varying levels of engagement which should be commensurate with the
level of economic compatibility. However, other factors such as the size of a country or
political objectives could also influence the engagement level.

Table 7 has LATAM countries organized from high to low by the percentage of

raw materials as a total of their exports. The general trend is that countries who export a

348 Gonzalez, “Latin America in the Economic Equation—Winners and Losers,” 163.
349 Gonzalez.
350 Gonzalez.
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higher number of raw materials as a percentage of total exports tend to trade more with
China. Additionally, most of the countries that do not send much of their exports to China
are either political allies with Taiwan or have a relatively low percentage of raw materials
as exports. This table reinforces the notion that countries who export raw materials have
the most to gain from an economic relationship with China. Additionally, the different tiers
of countries become evident after examining the table, which should also reflect the degree
of Chinese engagement if economic compatibility is the sole factor that determines the
extent of Chinese engagement. Therefore, the countries specifically most of risk for

Chinese engagement and subsequent influence are organized from high to low.

Table 7. Countries sorted by economic compatibility with China351

% of Raw Taiwan
Materials as % of Countries % of Countries diplomatic Pacific
Country exports Exports to China Imports from China ally Access
Venezuela 85.47% .29% * 17.01% N N
Ecuador 70.15% 3.91% 19.09% N Y
Uruguay 56.24% 12.80% 18.83% N N
Colombia 53.69% 3.63% 19.25% N Y
Peru 47.37% 23.54% 22.78% N Y
Chile 45.44% 28.50% 24.06% N Y
Paraguay 44.48% 0.25% 27.12% Y N
Honduras 42.24% 2.03% 11.28% Y Y
Brazil 39.48% 18.97% 16.99% N N
Guyana 35.50% 1.13% 7.34% N N
Guatemala 31.53% 1.94% 10.59% Y Y
Nicaragua 31.39% 0.46% 14.41% Y Y
Argentina 30.82% 7.66% 18.82% N N
Costa Rica 30.27% 0.46% 13.59% N Y
Bolivia 27.88% 5.34% 17.89% N N
Belize 14.60% 0.53% 11.72% Y N
Mexico 10.21% 1.45% 17.96% N Y
Cuba 4.69% 0.77% 13.39% N N
Suriname 4.51% 1.01% 6.50% N N
El Salvador 4.37% 0.11% 8.69% N Y
Panama 3.85% 0.33% 31.33% N Y
*Unspecified 65.72%

351 Adapted from “Trade Statistics by Country/Region,” World Integrated Trade Solution, accessed
November 29, 2018, https://wits.worldbank.org/countrystats.aspx?lang=en.
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The implications from the argument are that economic compatibility has a large
impact on the degree of foreign engagement exerted by a hegemon. Additionally, when
foreign engagement is exerted, it is easier to influence the economic outlook compared to
foreign policy. The previously discussed U.S. pressure on Chile in the lead-up to the
invasion of Iraq is a prime example. With regard to China, their literature states that
“China-Latin-America relations are not only limited to strategic resource demands, they
also include cooperation in the political realm.”352 The emphasis regarding cooperation is
primarily economic, not political, however foreign policy is rarely static and the

international system is constantly changing.3%3

A common assumption about hegemons and weaker states is that increased
engagement directly increases power and influence. This thesis challenged this assumption
and found little evidence of major foreign policy shifts due to increased Chinese
engagement and only moderate impacts on an economic outlook in a country with a
compatible economy. However, the National Defense Strategy asserts that China “is
leveraging military modernization, influence operations, and predatory economics to
coerce neighboring countries to reorder the Indo-Pacific region to their advantage... that
seeks Indo-Pacific regional hegemony in the near-term and displacement of the United
States to achieve global preeminence in the future.”354 This research project examined the
impact of Chinese engagement in Chile and Mexico and did not find evidence of coercion.
An initial analysis could conclude that LATAM is not in the purview of China’s “Indo-
Pacific regional hegemony.”355 After all, Chile and Mexico are not considered countries
traditionally part of the Indo-Pacific region, as illustrated in Figure 5. However, the
invitation of LATAM into the One Belt One Road initiative in January of 2018 provides
the impetus for at least for considering the expansion of the traditional Indo-Pacific region
to include the Pacific Coast of LATAM.

352 Hongbo, “China’s Benefits in Latin America,” 55.
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Figure 5. Traditional Indo-Pacific region356

According to a Chinese perspective on China-LATAM relations, there are two main
upsides for China in LATAM, economic and political.3>7 Economic upside manifests itself
through continued access to commodities and political upside manifests itself by
weakening Taiwan through Chinese engagement.358 The same author concludes that
“China holds dear the idea of peace and development, and China-Latin American relations
do not aim to harm third parties. China-Latin American relation development is the product
of economic globalization.”359 However, later in the same paragraph, the author ends with
noting that “economic globalization and international political multipolarization is
irreversible... (and) China-Latin America relations are not only limited to strategic
resource demands, they also include cooperation in the political realm.”360 These quotes
from a Chinese published book drive home the notion that economics and foreign relations

go hand in hand and are different to separate. Economic relationships naturally breed

356 Source: Gaba, Eric, “Area Covered by the Indo-Pacific Biogeographic Region,” Wikipedia, May
1, 2008, https://en.wikipedia.org/wiki/Indo-Pacific#/media/File:Indo-Pacific_biogeographic_region_map-
en.png.
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political relationships that may not be directed at an outside state but still contribute to a

changing multipolar world.

There may be areas of LATAM where political upside outweighs economic
compatibility as the impetus for Chinese engagement. In 2017, Panama “shifted its
diplomatic alignment from Taiwan to China.”361 In June of 2018, the Honduran
ambassador to Taiwan noted, “We have a lot of pressure every day...there are people
talking to the president...every day, saying let’s go to China.”362 In August of 2018, El
Salvador “severed diplomatic relations with Taiwan...and established ties with China.”363
The President of El Salvador noted that “China is the second-biggest economy in the world
with permanent growth and its achievements in different fields position it among the most
successful countries.”364 Additionally, he noted the “extraordinary opportunities,” which
clearly indicates an economic element to the reasoning behind the switch to China.365
There is clearly an interplay between economic and political goals behind Chinese
engagement in LATAM. However, the findings from the research project argue that the

economic factors are the most significant for Chinese engagement.

China could pull LATAM into an expanding sphere of influence using a variety of
types of power, especially after the expansion of OBOR and ensuant closer economic ties.
Soft power, in particular, receives substantial scholarly attention. Joseph Nye describes soft
power as “the ability to get what you want through attraction rather than coercion or

payments.”366 He elaborated further, noting that soft power is “getting others to want the
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outcomes that you want,” and it “rests on the ability to shape the preferences of others.”367
Increasing economic linkages are an ideal way to increase soft power and create aligning

interests.

Nye asserts that there are three sources of soft power, namely cultural, political
values, and foreign policies.368 President Hu called out the need for increased cultural soft
power in an essay in 2012, noting that “we must clearly see that international hostile forces
are intensifying the strategic plot of Westernizing and dividing China, and ideological and
cultural fields are the focal areas of their long-term infiltration.”369 He added that China
should “sound the alarms and remain vigilant, and take forceful measures to be on guard
and respond.”370 With respect to political values, Chinese statements make it clear that it
respects different systems of government. Foreign policy could be manifested through
economic engagement such as the expansion of OBOR, and could be viewed as a method
to increase soft power. Lastly, the performance of the Chinese economic system could
result in changes to their soft power in LATAM, including increased “attraction” and

“agenda setting,” especially if economic ties increase.371

In addition to soft power, Chinese economic power could increase as a result of
OBOR extending to LATAM. Recent examples of predatory economics include South
Korea and the Philippines over THAAD and maritime boundaries, respectively.372

Economic power and the behaviors of “inducement” and *“coercion” could be manifested
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more easily by a hegemon over a smaller country, something that the expansion of OBOR

to LATAM could precipitate.373

The research question did not assume that a hegemon automatically has influence
because of engagement. In fact, there are numerous methods that a state can use to counter
a hegemon’s pressure. For example, the balking strategy used by Chile and Mexico in
response to U.S. pressure over lIraq.374 There are a variety of methods of resistance
employed to varying degrees of success by states who want to counter the hegemon.375
The authors of Beyond Great Powers perfectly summarize the “limitations of
hegemony.”376 They note that “it may be the case that external factors motivate followers
to pursue a particular strategy at some times, while domestic factors matter more in other
times. Of course, both internal and external factors may matter in yet other cases. The
relationship between hegemons and followers is dynamic and may ebb and flow over time
in a continuing process of negotiation and renegotiation.”377 The international order is

dynamic, especially in an era of “inter-state strategic competition.”378

The notion of a U.S.-China rivalry in not new. Greg Brazinsky argued that during
the Cold War the “Sino-American rivalry in the Third World was, in essence, a competition
over status.”379 He also added that status is difficult to quantify and argued that the Cold
War was not just an ideological battle between capitalism and communism, but also over
“the prospect of a North-South conflict that would divide the world along racial and
religious lines.”380 China “had a special role to play in liberating and championing the
oppressed people,” which was driven in part by “the historical memory of China’s past
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humiliation at the hands of Great Powers.”381 During the Cold War, China tried to improve
its status through a variety of means, namely through “diplomacy, economic aid, cultural
exchange, and propaganda.”382 Since some of these mechanisms are features of China-
LATAM relations in the twenty-first century, it could be argued that Brazinsky’s work
regarding the Cold War U.S.-China rivalry over status extended into the twenty-first
century. In light of Brazinsky’s argument and the 2018 NDS, the contemporary US-China
relationship could be viewed as a great power rivalry that competes for influence in
LATAM. U.S. policy recommendations should be made in light of economic influence
being more realistic than political and foreign policy influence. As a result, U.S. policy
makers should approach LATAM relations from a strategic, long-term economic

perspective, with the goal of building hemispheric unity.

One of the unresolvable problems in the research question is of endogeneity. One
of the assumptions in the research project was that the independent variable directly
influenced the dependent variable. The research question assumes that Chinese
engagement is actually influencing the economic and foreign policy of Chile and Mexico.
However, the problem is that it could be the other way around, the dependent variable could
be impacting the independent variable. The LATAM economic outlook or foreign policy
could be influencing the level of Chinese engagement. This could question the premise of
the research question. This is an ultimately unresolvable issue that may never be answered
in a completely satisfactory manner. However, it is worth noting that during President
Jiang’s trip to Chile in 2001, he outlined the shift toward multipolarzation and traveled
abroad, which makes it reasonable to conclude that China was setting the initial agenda

and that the independent and dependent variables are correctly positioned.383

381 Brazinsky, 5-6.
382 Brazinsky, 7.

383 Embassy of the People’s Republic of China in Papua New Guinea, “President Jiang Zemin
Met with Chilean President Lagos and Other Officials.”
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B. AREAS FOR FUTURE RESEARCH

There are multiple areas for further research in examining the extent of Chinese
engagement in LATAM. This thesis was limited to two country case studies. However,
different conclusions could possibly be drawn and greater insight into the agency vs.
hegemony debate could be achieved with additional case studies. Chinese engagement in
Peru, Argentina, Brazil, Ecuador, Venezuela, Cuba, and the Caribbean countries would
undoubtedly provide further insights into the research question. Additionally, this research
topic would be in line with the themes in the 2018 National Defense Strategy. Additionally,
there could be further research into establishing a quantifiable metric to establish the degree
of Chinese engagement within a country. The level of economic, political, military,
business, and social engagement in Chile and Mexico was largely a judgment call and could

be quantitatively established using statistical analysis.
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